OE 


wo” ai af } 

Ae 

i Cem f 
tf F 

t ae 


Jo 


THE FUTURE OF THE CO-OPERATIVE 
MOVEMENT IN INDIA 


THE FUTURE OF THE 
CO-OPERATIVE MOVEMENT 
IN INDIA 


By ANWAR IQBAL QURESHI 


Forewords by 
J. COATMAN, C.LE., M.A. 
Formerly Professor of Imperial Economic 


Relations, University of London 


VERA ANSTEY, D.Sc. (Econ.) 


Sir Ernest Cassel Reader in Commerce 
University of London 


GEOFFREY CUMBERLEGE 
OXFORD UNIVERSITY PRESS 


OXFORD UNIVERSITY PRESS 
AMEN HOUSE, LONDON, E£.c.4 


BPDINBURGH GLASGOW NEW YORK 
TORONTO MELBOURNE CAPE TOWN 
BOMBAY CALCUTTA MADRAS 
GEOFFREY CUMBERLEGE 
PUBLISHER TO THE 
UNIVERSITY 


First published, 1947 


PRINTED IN INDIA AT THE G. S$. PRESS, MADRAS, M.S. 97, 
AND PUBLISHED BY GEOFFREY CUMBERLEGE 
OXFORD UNIVERSITY PRESS, MADRAS, M.S. 1, 24-7 -47 


FIRST FOREWORD 


Professor Anwar Iqbal Qureshi is probably the safest guide 
we now have to the very involved and difficult subject of 
Indian agricultural economics. Certainly, his book The Future 
of the Co-operative Movement in India is one of the most au- 
thoritative and critical studies I know on this crucial question. 
Professor Qureshi has studied co-operation at work in 
other countries besides his own and has made it his special 
interest for many years. He has now produced not a mere 
description of its organization and operation, but a critical 
study of co-operation in its technical aspects. For the first 
time we have a sustained account of the relation of co-opera- 
tion in India to the banking system of the country, and Pro- 
fessor Qureshi puts his finger squarely on the weak links 
in the chain between the agriculturist and the banking system. 
His examination of the disappointing operations of the Reserve 
Bank in regard to co-operation deserves study, and he shows 
clearly how it has failed to provide that credit to farmers 
which had been hoped of it. 

He rightly refuses to concern himself overmuch with the 
theoretical and idealistic aspects of co-operation, and deals 
throughout with the hard, practical and technical problems 
which it raises. No better example of his cautious and scienti- 
fic methods could be given than his discussion of co-operative 
marketing. His pages on the cheering progress of consumers’ 
co-operation are exceedingly important and point the way to 
further measures to ensure further progress. Incidentally, he 
shows that the co-operative societies have charged fairly high 
rates to farmers, not, indeed, very much lower than those 
charged by the moneylenders. One of his outstanding con- 
clusions is that in the backward economic conditions of India 
the supply of credit to producers can be insured most easily 
and equitably by State banks and not by the Co-operative 
Credit Societies themselves. He is undoubtedly right in this 
conclusion for social and technical reasons, which all who 
have made any close study of Indian co-operation on the spot 
know well. But, indeed, all his suggestions and conclusions 
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bear the stamp of authority arising out of his wide knowledge 
of co-operation outside India and his long and close study of 
its working inside the country. 

His concluding paragraph epitomizes his cautious and prac- 
tical attitude towards his subject, for in it he points out that: 

The co-operative movement, if it is to work successfully 
in this country [India] should be shorn of a good deal 
of its philosophic and romantic aspects, and be treated as 
a business organization formed to cater for the require- 
ments of consumers and producers of small and moderate 
means. 

The book includes many practical suggestions to improve 
marketing credit, mortgage, and other operations by co-opera- 
tive societies for which the reader is directed to the book 
itself. 

J. COATMAN, C.LE., M.A. 


3 May 1947 Formerly Professor of Imperial Economic Relations, 
University of London 


SECOND FOREWORD 


I have read Professor Qureshi’s book The Future of the Co- 
operative Movement in India with very great interest. Professor 
Qureshi has made a most valuable contribution to the literature 
on this subject. He is not content, as so many writers have 
been, simply to describe the development of the movement in 
India, and to advocate its extension along orthodox lines, for the 
familiar reasons normally advanced. What he atiempts to do 
is to analyse the conditions necessary for a successful move- 
ment, to account for the somewhat disappointing progress— 
or lack of progress—of the movement during the last few 
decades, and to make constructive proposals both as to the 
field within which co-operation is likely to be able to provide 
a solution for some of India’s outstanding economic and social 
problems, and as to the reforms in the organization, methods 
and objects of the movement which are necessary for success. 
He concludes, in particular, firstly, that contrary to prevalent 
opinion, State banks, not Co-operative Credit Societies, pro- 
vide the most hopeful remedy for the provision of credit for 
productive purposes in economically backward countries 
(such as India), whilst co-operative societies should specialize 
in the provision of credit designed to free the debtor from 
dependency upon moneylenders for (unavoidable) non- 
productive purposes ; and secondly, that the most useful form 
of co-operative sociely—again with specific reference to eco- 
nomically backward countries—is the multiple-purpose 
society, with limited liability and share capital, which might 
form the focus for all-round constructive economic and social 
revivification of village life, and indeed for a great effort at 
economic reconstruction by and for the masses in both rural 
and urban areas. Such societies might undertake a wide 
variety of activities—including marketing, consumers’ co- 
operation and housing—and he strongly advocates that the 
social benefits to be thereby derived would repay substantial 
and vigorous assistance from the State, which might, in parti- 
cular, take the form of interest-free loans to the peasants for 
social purposes, organized through the co-operative movement. 
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Long-term mortgage loans should be provided by land mort- 
gage banks, whilst short-term credit should be provided by 
honest money-lenders, whose services should be organized, 
according to a scheme which he describes in detail, with special 
reference to his own State, Hyderabad. 

These conclusions and his realistic and constructive proposals 
merit the serious attention of all who desire a better future 
for the masses in India, and who wish to take advantage of the 
present opportunity for economic reconstruction. 


Vera Anstey, D.Sc. (Econ.) 
26 April 1947 Sir Ernest Cassel Reader in Commerce, 
University of London 
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PREFACE 


I have tried in this volume to examine the development of the 
co-operative movement and weigh the results in an impartial 
but critical manner. Although I strongly believe in the 
principles of the movement and its future, it has not 
deterred me from pronouncing a verdict regarding the failure 
of the movement in the field of credit in this country, where 
the movement is practically undeveloped in other fields. My 
practical experience of the working of the co-operative move- 
ment in the British Dominions, the United States and many 
Central European countries has convinced me that there is no 
future for the movement in the field of credit, however bright 
it may be in other ways. Considering the very low standard 
of living in India and the need for consumption loans, I have 
come to the conclusion that the real purpose of the co-opera- 
tive movement in the field of credit should be to provide these 
consumption loans free of interest. The provision of loans for 
productive purposes should be left to strong financial agencies 
such as State banks. 

This volume should be treated as supplementary to my book 
State Banks for India which was published just before the 
recent war. The main criticism levelled against that book was 
that I had failed to examine the structure of the present bank- 
ing organizations, especially the co-operative societies, and 
had not proved that they were not able to cater for the finan- 
cial requirements of the farmers. To me the case was too 
obvious to need any proof. In the pages of the present,book, 
I have examined at some length, the structure and working of 
the Co-operative Credit Societies and land mortgage banks 
and have shown that they provide only six per cent of the 
credit needs of the farmers, which touches only a fringe of the 
problem, 

I would like to emphasize that I am strongly optimistic 
about the future of the co-operative movement provided it is 
properly reorganized. I suggest that we should open multiple- 
purposes societies with limited liabilities. Co-operation should 
be pushed to its utmost limit in the field of production, con- 
sumption, distribution and housing. Definite provision should 
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also be made for providing interest-free loans for the social 
requirements of the farmers. 

There has been a good deal of delay in the publication of 
this volume owing to the exigencies created by the: recent 
war, the scarcity of paper and many other such factors. 
Therefore, it has not been possible for me to use statistics latter 
than 1942-3 as the work was ready in 1945 by which time 
statistics later than 1943 were not available. 

I should like to thank my colleagues Messrs Abdul Qadir 
and Fakural Hussain of the Osmania University for preparing 
the index. 


Osmania University A.1.Q. 
Hyderabad Deccan 
2 January 1947 
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CHAPTER I 
HISTORICAL INTRODUCTION 


FAMINE, POVERTY AND DEBTS 
Tue last quarter of the nineteenth century was a very 
dark period in the economic history of India. A number of 
severe famines, affecting almost every corner of India, put a 
serious strain on her rural economy. 

The new century started with still worse omens. Famine 
conditions reigned over almost the whole country and it 
became apparent that something would have to be done to 
improve the economic conditions of the ryots. Agriculture 
was in a very depressed state and the agriculturist heavily 
indebted. 

The Famine Commission of 1880 discovered that one-third 
of India’s farmers suffered from the prevailing malaise while 
at least another third were inextricably in debt though the 
burden of their debts was not very severe. The Famine Com- 
mission of 1901, however, showed a worsened situation; at 
least four-fifths of the cultivators in Bombay Presidency were 
in debt and at least a quarter had lost possession of their 
land. The Royal Commission on Labour in India, writing in 
1930, made the following observations on the state of indebted- 
ness among industrial workers which may be held to apply 
equally to the state of Indian agriculture at any time of its 
history: 

Among the causes responsible for the low standard of 
living of the worker, indebtedness must be given a high 
place. ..We are satisfied that the majority of industrial workers 
are in debt for the greater part of their working lives.. .It 
is estimated that, in most industrial centres, the proportion of 
families or individuals who are in debt is not less than two- 
thirds of the whole. We believe that, in the great majority of 
cases, the amount of debt exceeds three months’ wages and is 
often far in excess of this amount...The burden is aggravated 
out of all proportion by the rate of interest...In a number of 
cases a stage is reached when the moneylender takes from 


the worker the whole of his wages, paying him only sufficient 
for subsistence, and even puts the members of the worker’s 
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family to work on a similar basis...We believe that debt is 
one of the principal obstacles to efficiency because it destroys 
the incentive to effort...We have been impressed by the 
number of cases in which an industrial worker is obliged to 
stint himself and his family of necessities to meet interest 
charges without the faintest prospect of ever being able to 
reduce the principal. 


It was Lord Curzon’s Government which decided that in 
order to improve the economic condition of the agriculturists 
in India, it was essential that steps be taken to free them 
from the clutches of moneylenders, substituting in their 
place some agency for providing funds at reasonable rates of 
interest. The Government of India were encouraged in this 
belief by the success of the co-operative movement in Europe, 
especially in Germany, where conditions in the middle of the 
nineteenth century were similar to those in India so far as the 
farmers were concerned. The German peasants were heavily 
in debt and moneylenders were exploiting them in the same 
way as the bania were exploiting the Indian ryots. 


THE BEGINNING OF AGRICULTURAL CO-OPERATION IN GERMANY 

F. W. Raiffeisen, a rural schoolmaster in Germany, was 
greatly moved by the suffering and economic distress of the 
German peasants. He resolved to devote his time and energies 
to improving their economic condition. He started a co- 
operative society in 1848 to distribute bread and potatoes to 
the poor, and a year later he founded a Loan Society for the 
help of small farmers. The members of this co-operative 
society were rich philanthropists who sold cattle to farmers 
on easy terms; but Raiffeisen discovered that this sort of philan- 
thropy did not work well. During the succeeding years he 
studied the economic conditions of the small peasants deeply 
and decided that the best way to help them was that they 
should help each other mutually. In 1862 he founded a co- 
operative credit society of which the borrowing farmers were 
themselves the members. This experiment proved a great 
success and the movement began to gather strength. This 
was the humble beginning of the Raiffeisen type of co-operative 
society which later developed into a very big movement all 
over the world, We shall shortly describe the main features 
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of Raiffeisen societies because the Indian Co-operative Primary 
Societies have been based on the Raiffeisen model. 


BEGINNING OF URBAN CO-OPERATION IN GERMANY 
The condition of the artisans and workers in the urban areas 
in Germany was no better than that of the peasants. They, 
too, were heavily in debt and had to pay exorbitant rates of 
interest to raise funds for their essential requirements. The 
Mayor of the small town Delitzsch (his name was Schulze) 
felt the same urge to help these needy workers as Raiffeisen 
felt for the small peasants. In 1849, he founded a Friendly 
Society with the object of providing relief to workers in case 
of sickrtess. The next year he formed a Society of Shoe- 
makers for the purchase of raw materials. This was the 
nucleus of the movement which developed into what are now 
popularly called Urban Societies. Such societies, in contrast 
with societies of the Raiffeisen type, have a large membership, 
greater share capital, and, generally, limited liability. The 
main features of the Raiffeisen and Schulze societies are given 
below because credit societies in India—agricultural and non- 

agricultural—have been based upon these two models. 


MAIN FUNCTIONS OF A RAIFFEISEN SOCIETY 

In the case of a properly constituted Raiffeisen society the 
folowing requisites are generally insisted upon: (a) limita- 
tion of area of operation; (b) no shares, or very low shares 
(so as to prevent dividend-hunting and to enable even the 
poorest persons to become members); (c) unlimited liability 
{in order to ensure better credit and mutual supervision); 
(d) loans as far as possible for productive purposes only, and 
only to members; (e) credit for relatively long periods with 
facilities for repayment by instalments; (f) a permanent and 
inalienable reserve fund; (g) absence of profit-seeking and 
dividend-hunting and the crediting of profits to the reserve 
fund; (h) honorary and democratic management; and (i) 
promotion of the moral as well as the material advancement 
of members, 


MAIN FUNCTIONS OF A SCHULZE-DELITZSCH SOCIETY 
The features which differentiate the Schulze-Delitzsch type 
of society from the Raiffeisen type are: (a) a wider area of 
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operation; (b) relatively greater importance of share capital; 
(c) limited liability; (d) shorter period of loans; (e) a smaller 
reserve fund, only a part of the profits being assigned to it; 
(f) a freer distribution of profits or dividends; (g) paid 
administration to secure efficiency; and (h) special emphasis 
on the business aspect of the society rather than on the moral 
results. 
INDIGENOUS TYPES OF CO-OPERATION 

In the next chapter we shall consider the details of the 
working of various types of co-operative societies and show the 
results they have achieved. Before doing so, however, it may 
be pointed out here that a few societies in various provinces 
existed in the country before the movement was officially 
started in 1904. 


NIDHIS 

In Madras province, an indigenous type of co-operation, 
in the form of Mutual Loan Associations, called Nidhis (not 
unlike the Provident Fund and Friendly Society of 
Europe) achieved considerable success, and this example was 
followed in the United Provinces, the Punjab and Bengal. 
The extent of these societies can be realized from the fact that 
in 1901 there were over 200 Nidhis in the country with some 
36,000 members and a subscribed capital of more than Rs. 2 
crores. But it must be remembered that membership of these 
societies was confined to middle-class town-dwellers and had 
not reached the agriculturists. 


OTHER FORMS OF CO-OPERATIVE SOCIETIES 

A co-operative society was formed in the Punjab as early 
as 1891 with the object of controlling the common land of the 
village for the benefit of its members. It continued to function 
until 1922, when the land was partitioned. Another co-opera- 
tive society, started in the same province in 1895, embraced 
twenty-two villages. 

Agricultural Banks were introduced in Mysore State in 1894, 
each ‘to be an association of landholders on strictly co-operative 
principles, not for the purpose of earning any profit divisible 
among its members, but for the purpose of obtaining money 
by their own united credit and lending it according to the 
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actual requirements of each member to the extent the others 
had confidence in him’. The purposes for which loans could 
be obtained were the ordinary annual requirements of cultiva- 
tion, agricultural improvement, or debt liquidation. By 1898, 
sixty-four such banks were working in Mysore but they did 
not thrive. The Committee on Co-operation in Mysore men- 
tions that the causes of their failure were: very low interest 
rates which over-stimulated borrowing; insufficient incentive 
to banks to raise local capital; inefficient management; and 
inadequate supervision. A few village banks were started in 
the United Provinces under the ordinary company law, and 
in 1903 there were some beginnings of distributive co-operation 
in Calcutta. 

Taking the magnitude of the country into account these 
societies were like a drop in the ocean, though as experiments 
they were useful. They are interesting as the first Indian 
experiments in the field of co-operation. 


CREDIT SCHEMES BEFORE 1904 

Even before 1904, the Government were not unaware of 
the difficulties which farmers were facing in borrowing funds 
and had been anxious to ease the situation. As early as 1882 
‘Sir William Wedderburn and Justice Ranade prepared a 
scheme for establishing an Agricultural Bank to provide loans 
to farmers. Their scheme was not accepted in the form in 
which it was presented; but its essential features were em- 
bodied in the Land Improvement and Agriculturists’ Loans 
Acts (XIX of 1883 and XII of 1884 respectively) under which 
the agriculturist could borrow from the Government for pro- 
ductive purposes at about 6% per cent. Funds could be 
borrowed under the land Improvement Act for sinking wells 
and other improvements, while provision was made under the 
Agriculturists’ Loans Act to provide farmers with short-term 
loans for the purchase of seed and implements. These loans 
were popularly called takkavi loans, but they did not prove a 
success for they were only granted at the end of much official 
procedure and delay. Nor were loans granted under these 
Acts for the redemption of old debts, and when they were 
granted the system of collection was rather stringent. Hence, 
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the takkavi system failed in its primary purpose of helping 
farmers and it became necessary to find other means of advan- 
cing money at reasonable rates of interest. 

In 1892, Frederick Nicholson was appointed by the Madras 
Government to report on the advisability of starting a system 
of Agricultural and Land Banks in the Presidency. He sub- 
mitted a very exhaustive report which was considered by the 
Government of Madras in 1899, and a year later by the Gov- 
ernment of India. In the meantime H. Dupernex had submitted 
another scheme under the title of ‘People’s Bank for Northern 
India’. The committee appointed by the Government of India 
to consider these schemes came to the conclusion that the best 
way of providing loans to farmers was to start co-operative 
societies on Raiffeisen lines. 

The Famine Commission of 1901 strongly recommended that 
in order to prevent further famines, it was essential that credit 
should be made available to the farmers to improve agriculture 
and that Mutual Credit Associations should be started. This 
point was referred to a committee in Simla, which in 1901 
drafted a Bill for the establishment of co-operative societies. 
After much discussion this new Bill took the form of the Co- 
operative Societies Act of 1904. 


MAIN PROVISIONS OF THE CO-OPERATIVE SOCIETIES ACT, 1904 


1. That any ten persons living in the same village or town, 
or belonging to the same class or caste, might be registered 
as a co-operative society for the encouragement of thrift and 
self-help among the members. 

2. The main objects of a society were to raise funds by 
deposits from members and loans from non-members, Govern- 
ment and other co-operative societies, and to distribute the 
money thus obtained in loans to members or, with the special 
permission of the Registrar, to other Co-operative Credit 
Societies. 

3. The organization and control of Co-operative Credit 
Societies in each province were put under the charge of a 
special Government officer called the Registrar of Co-operative 
Credit Societies. 

4. The accounts of every society were to be audited by the 
Registrar or by a member of his staff free of charge. 

5. Rural societies were to have agriculturists as four-fifths 
of their members. 
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6. The liability of members of a rural society was to be 
unlimited, except with special sanction by the local Govern- 
ment. Liability of urban society members might be either 
limited or unlimited. 

7. No dividends were to be paid from the profits of a rural 
society, but the profits were to be carried forward at the end 
of the year to the reserve fund, although when this fund had 
grown beyond certain limits fixed under the by-laws, a bonus 
might be distributed to the members. 

8. In urban societies no dividend was payable until a quarter 
of the profits in a given year had been carried forward to the 
reserve fund. 

9. Loans could only be made to members. 

10. The interest of any one member in the society’s share 
capital was restricted. 

11. Societies formed under the Act were exempt from fees 
and taxes payable under the Stamp, Registration, and Income- 
tax Acts. 


Before the passing of this Act, co-operative societies had to 
be registered under the Indian Companies’ Act, which was 
rather a complicated and cumbersome business. The 1904 
Act provided for the registration of Primary Credit Societies. 
It made no provision for purposes other than credit or for the 
establishment of central agencies, such as Central Banks or 
Unions, necessary for the proper financing of Primary Credit 
Societies. The Government realized this deficiency and passed 
a comprehensive Co-operative Societies’ Act in 1912, the 
important features of which are given below. 


MAIN PROVISIONS OF THE CO-OPERATIVE SOCIETIES acT, 1912 


1. Instead of registration being limited to Credit Societies, 
any society may be registered ‘which has as its object the pro- 
motion of the economic interests of its members in accordance 
with co-operative principles, or a society established with the 
object of facilitating the operations of such a society’. 

2. Unless otherwise directed by the Local Government, 
(a) the liability of Central Societies shall be limited; (b) the 
liability of Rural Credit Societies shall be unlimited. 

3. The requirement of an annual audit is retained, as are 
numerous other provisions of the Act of 1904. 

4. Any zegistered society may, with the Registrar’s sanc- 
tion, after carrying forward one-fourth of the annual net pro- 
fits to a reserve fund, contribute up to 10 per cent of the 
remaining net profits to a wide range of charitable purposes, 
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5. Local Governments are given considerable discretion in 
connexion with the making of rules for the working of societies 
under the Act, including conditions of membership, methods 
of operation, procedure at general meetings, and provisions 
for arbitration between members and the committee or officers 
of the society, such rules to have the same force in the res- 
pective provinces as the Act itself. 

6. ‘Co-operation’ may not be used as part of the title of 
any business concern not registered under the Act, unless it 
was already doing business under that name before the Act 
came into effect. 

7. Shares or interest in co-operative societies are exempt 
from attachment. 

8. Co-operative societies have the first claim to enforce the 
recovery of certain dues. 


This Act gave a great stimulus to the co-operative movement 
and the Government appointed a committee under the chair- 
manship of Sir Edward Maclagan to take stock of the situation. 


MACLAGAN COMMITTEE ON CO-OPERATION 

The Report of the Maclagan Committee is considered a 
document in the annals of co-operative history. It is a matter 
for profound regret that many of the very valuable recom- 
mendations made in this Report have not been scrupulously 
followed. If they had been, the movement would not have 
suffered so much, as will be shown later. The following 
points, for instance, made in connexion with Rural Credit 
Societies in order to make them truly co-operative, may be 
studied with great interest and benefit. 


1. Knowledge of co-operative principles and proper selec- 
tion of members. 

2. Honesty is the chief basis of credit. 

3. Dealings to take place with members only. 

4, Loans not to be for speculative purposes. 

5. Exercise of careful scrutiny before advancing loans, and 
proper vigilance afterwards. 

6. Ultimate authority to be in the hands of members and 
not in those of office-bearers. 

7. Encouragement of thrift and the constitution of an ade- 
quate reserve fund. 

8. Only one vote for one member and maximum publicity 
within the society. 

9. Capital to be raised as far as possible from savings 
among the members and neighbours, 
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10. Punctual repayment of loans. 


The Committee very wisely sounded a note of warning with 
regard to the starting of new societies by remarking that the 
pace of the movement should not be unduly quickened from 
outside. They emphasized that the urge towards co-operation 
should be spontaneous as far as possible and pointed to the 
necessity of guarding against the dangers of granting credit too 
easily. They further emphasized the need for thorough audit 
and supervision in order to prevent bad management and 
embezzlement and to inspire confidence in the investing public. 
These very sound and valuable recommendations were 
honoured more often in their neglect than in their execution. 


DEVELOPMENT QUANTITATIVE RATHER THAN QUALITATIVE 


The movement made very rapid progress during the days of 
prosperity. Dyarchy in the provinces, where co-operation was 
a transferred subject, was an added stimulus to its progress. 
Its success was measured more by its quantity than by its 
quality, but all seemed to be going very well during those 
early prosperous days. The movement received the blessings 
of the Royal Commission on Agriculture in 1928 which created 
an impression that all that was necessary was to push co- 
operation still further. Unfortunately, however, with the first 
onslaught of the depression, it became clear that it was not 
as sound as people had been led to believe. The fall in prices 
aggravated the situation and recoveries became difficult. The 
movement came to grief first in Burma and then suffered 
Seriously in prestige in Bihar, Bengal and many other 
provinces. 


CO-OPERATION AND THE RESERVE BANK 


When proposals for the establishment of the Reserve Bank 
of India were under consideration, a last-minute clause was 
inserted in the Reserve Bank Bill calling for the opening of 
an Agricultural Credit Department within the framework of 
the Reserve Bank and making help to the co-operative move- 
ment one of the main functions of this Department. The Gov- 
ernment of India found it expedient to institute an inquiry 
about the movement in order to help the Reserve Bank to form 
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an idea about its condition. Mr (later Sir) Malcolm Darling, 
an experienced Registrar of Co-operative Societies in the 
Punjab, was appointed Special Officer to inquire into the 
matter. Although a great supporter of the movement it is 
believed that he did not report favourably about the condition 
of the movement, and this is perhaps the main reason why 
his report has not been made public. The authorities of the 
Reserve Bank themselves took up the matter later on and 
made their own investigations. They strongly advised provin- 
cial Governments to improve the condition of societies and sug- 
gested that in future more stress should be laid on quality than 
quantity. The Reserve Bank made it quite clear that unless 
the conditions of societies improved, they would not be pre- 
pared to provide them with any funds. We shall discuss this 
matter in a separate chapter later. 

We may conclude this introduction by mentioning that most 
provincial Governments and important Indian States have 
from time to time appointed committees to inquire into the 
conditions of co-operative societies within their jurisdiction. 
Nearly all these reports have pointed out that the movement 
as a whole has not been successful and needs help and reorga- 
nization in several directions. Before studying this aspect of 
the matter, it is essential that we should acquaint ourselves 
with the types of co-operative societies that exist in this country 
and should know the various stages of their progress and their 
present condition. 


CHAPTER II 


TYPES OF CO-OPERATIVE SOCIETIES IN INDIA 


Durinc the last forty years the co-operative movement has 
made fair progress in India and various types of societies have 
come into existence. It is rather difficult to give an exact 
classification of the different kinds of co-operative societies, 
but for convenience we can divide them into two main cate- 
gories, Agricultural and Non-agricultural. 


AGRICULTURAL SOCIETIES 

The Agricultural societies may again be subdivided into 
Credit and Non-credit societies, and similarly the Non-agri- 
cultural societies may also be divided into Credit and Non- 
credit societies. 

In the list of Agricultural societies on the Credit side we 
have first the Primary Societies which consist of 10 or more 
members, the main purpose of which is to provide credit to 
their members and to encourage the habit of thrift. At the 
other end of the Credit societies are the Provincial banks which 
link the rural areas with the money markets of the country, 
and have their headquarters at the capital towns of the pro- 
vinces or the States. Between these two extremes are the 
Banking Unions and the Central banks. Generally speaking 
primary co-operative credit societies are linked with the 
Banking Union or the Central bank and the Central bank 
is linked with the Provincial or the Apex bank. 

The primary societies are confined to small villages, the Cen- 
tral banks to Taluga or District towns, and the Provincial 
banks are at the headquarters of the province. If a borrower 
in a village needs money, he applies to his society. If the 
society has no funds at its disposal, it applies to the Central 
bank, and if the Central bank is in need of funds it applies 
to the Provincial bank. That is why it is said that the co- 
operative movement links the farmer in the remote village 
with the money markets of the country. 

On the Non-credit side, the Agricultural societies deal with 
sale and marketing of goods, consolidation of holdings, better 
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living and better farming, insurance of cattle, supply of seed, 
co-operative farming, irrigation and other matters. 


NON-AGRICULTURAL SOCIETIES 

The Non-agricultural societies may also be conveniently sub- 
divided into Credit and Non-credit societies. 

The Credit societies are generally called Urban Banks. They 
provide credit to workers and artisans. They have no separate 
Apex or Provincial banks of their own, though they have their 
own Central or District banks. 

On the Non-credit side, the important societies are Em- 
ployees’ Societies, Consumers’ Stores, Life Insurance, House- 
building, Artisans’ and Weavers’ Societies, Milk Societies and 
SO on. : 


THE PREDOMINANCE OF AGRICULTURAL CREDIT SOCIETIES 

The development of the co-operative movement in India has 
been lopsided. The Agricultural Credit societies conspicuously 
outnumber all other types of societies in the country. We 
find that in the year 1942-3, out of a total of 146,160 societies 
registered in British India and important Indian States, the 
Agricultural societies (including Cattle Insurance Societies 
and Land Mortgage Banks) were 126,300, viz. 85:56 per cent 
of the total societies. The attached table gives the number 
of various societies in the country since 1906-7. 


THE PROGRESS OF THE CO-OPERATIVE MOVEMENT 

We find that for a population of 346:4 million people in 
British India and nine Indian States—Mysore, Baroda, Hyde- 
rabad, Bhopal, Gwalior, Indore, Kashmir, Travancore and 
Cochin—for which figures regarding co-operative societies are 
available, there were altogether in 1942-3 146,160 societies, 
which gives 42:2 societies per 100,000 inhabitants. The total 
number of members of primary societies in the country in 
the same year was 6,912,004, giving an average of 19-9 mem- 
bers of primary societies per 1,000 inhabitants. As the most 
important type of societies are Primary Agricultural Credit 
Societies, we shall study these in some detail. 
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§ 1. PRIMARY CREDIT SOCIETIES 

Size. Any ten persons can apply for the registration of 
a proposed rural credit society. The maximum strength of 
the society should preferably not exceed 100, because as the 
number increases the efficiency of management and supervi- 
sion, as well as the quality of training received by the members, 
suffers. 

Area of Operation. The rule should be as far as possible 
one society for one village, which is usually the case. This 
is necessary to ensure mutual knowledge and the exercise of 
mutual control on the part of members. 

Liability. This is unlimited unless exemption from this 
rule is permitted by the Government. Unlimited liability, it 
is claimed, carries with it a twofold advantage. It exercises 
an educative influence on the members by stimulating mutual 
control and supervision, and improves the credit of the society 
by inspiring confidence among its outside creditors. 

Management. This is democratic and honorary. It is 
entrusted to two bodies, namely, a general committee consist- 
ing of all the members and a managing committee which is a 
smaller body of from five to nine members chosen from among 
the members of the former body at its annual general meeting. 
The general committee elects members of the managing com- 
mittee, appoints an honorary secretary, adopts the annual 
balance-sheet submitted by the managing committee, considers 
the orders and reports of the registrar and auditors, expels 
members if necessary, fixes the maximum credit of the society 
as a whole and of the individual members separately, and 
amends the by-laws of the society. The managing committee 
is responsible for the routine and the executive business of the 
society. It admits new members, disposes of loan applications 
made by members, recovers arrears due from members and 
exercises supervision over them, raises funds for the society 
and inspects the accounts maintained by the Secretary. 


WORKING CAPITAL 


The table on page 16 shows the working capital of the socie- 
ties. This table reveals that the movement had a total working 
capital of over Rs. 120 crores in 1942-3, which gives us on an 
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average a capital of Rs. 3-8-0 per head of the population. A 
careful study of this table shows that both the share capital 
and the reserve funds of all the societies are very small indeed, 
viz. Rs. 15-70 crores and Rs. 13-33 crores respectively, and the 
loans and funds held from non-members are practically three 
times greater than the loans and funds held from members. 
In a really good society, these ratios should be just the 
opposite. 

The Maclagan Inquiry Committee reported that ‘deposits 
raised locally constitute a highly desirable method of raising 
the funds required by rural credit societies, because they imply 
thrift in the village, form a good lying or reserve money and 
they tend to interest in the management of the society a useful 
body of men who stand as sentries of their own deposits’. But 
we find that instead of local deposits, the movement depends 
to a very large extent on loans and funds from non-members. 

LOPSIDED DEVELOPMENT 

The lopsidedness of the agricultural credit movement can 
be realized from the fact that out of 126,034 agricultural socie- 
ties, 105,465 were credit societies with unlimited liability and 
9,170 credit societies with limited liability, the total of 
credit societies alone being 110,635. The number of 
purchase and sale societies was 626. Out of these only 24 had 
unlimited liability while the remaining 602 had limited 
liability. The number of production societies was 1,869, out 
of which only 29 had limited liability and the remaining 1,840 
had unlimited liability. The number of production and sales 
societies was 8,028, out of which only 35 had unlimited liability 
while the remaining 7,993 had limited liability. In this list 
all other forms of co-operative societies number 4,881, out of 
which only 356 had unlimited liability while the remaining 
4,525 had limited liability. 

This gives us the total number of 126,034 societies with a 
membership of 4,493,479. 

LOANS MADE BY THE AGRICULTURAL SOCIETIES IN 1942-3 

During the year 1942-3 these societies advanced loans to 
the extent of Rs. 10-82 crores to individuals and Rs. 2-2 crores 
to banks and societies, while the loans due to the societies 
from individuals amounted to Rs. 19:97 crores, of which more 








‘OP-GEGT 97 8-LEGT Wory sreak ¢ IOZ aBeIAAYz 


‘syueg [enue Jo jefoulAoIg wWoIJ sueo, sapnpuyy 


‘euLIng epnppur suumMyjoo surpasaid ay} ur esoy} ayy ‘eutmg apnjoxe TT pue OT ‘6 ‘g suumN]Oo UI Samsiy 23304 














eee enn eee eee———eeee—ene—e cence I SS Rae Sse an-—sOnee en _ 





SEPLIZT Seavert 6ezesOr Sx‘ ,9'P0'T 90T9'DS eies'bz  gz‘oe'9e LPST‘ST  zp‘ap‘e ZU's9 °° [eqOr, 
Te'6s'9 agile oak : » eottster TOTS2E 2s «TZET“L secre ae'ee T 00°SZ 19'T 4 oe 
ZOeesE  6EEL‘CT 1L9‘TE‘2r pun, eAr1ssay 
TESOL 28°L6'9 ZL9r9 = 9P08'F io = ee = a = Seljelog pue squeg 
oses}IOW] puey jo ZuLmo1i0g 
eorece ‘Losec zrie’se «= sr'es'6z = SO'ZT'GZ = BIGNESS eT ME OT «= SOL SETHE = G9‘GT sa0.mos 
. 13q}O =pue siaquisul-uoNy 
woly Ivak oy} Jo pua ay} 
v8 Pley sysodep pue sueo7 
SePLT C2'z8'T 99'2!'T OL‘62'T Ts‘es'T eet 69°29 gg‘cz L8‘OT 98'S * JUSUTUI@AOL) 
WiolZ «eaA 3y} jo pua ayy 
3# prey s}isodep pue sueo] 
os‘os'ez oozes ga's're srurre se'ceoe  eNas'be ss‘6z'z— — GI‘E0'S = — -‘squeg [B4U99 Jo! TeTouTAGIg 
woij reaA ay} jo pua ayy 
= y@ Play s}isodap pure suvoy 
96'89'L 19°68°S ve'o8'y 89°20'F oL6LE 88'26'2 86 6P'T T8‘LP 12P'e6'T 6S8I °° sa70% 
woiy zeaf ay} JO pus sy} 
ye pley szisodep pue suvo'y 
Weer = 6S TS TT 90°2S‘0T 86'8S'6 9L'OV'L Zp £0'S CP Ps'z Ge‘96 82'88 alert °: siaquiayy 
tuo1j reah ay} JO pus ayy 
7 pjey s}isodap pues sueo'y 
SLOLSE z6S0°ST ocsort ceco'st  crIeel LITb66 99°G2's L6'TS‘Z 18°88 6ISE dn pred yeydes ereys 
IE OT 6 8 L 9 eo. ee ge Oe ee ee 
OP-GE6L S-PEGT  O&-6Z6T S-P26T O@-GIGL SI-PIGT OT-606T 
0} 0} 0} 0} 0} 0} 0} 
9-SE6T T-O€6T 9-SZ6T T-026T  9T-ST6E TI-OI6T 21-906T 
S-Zv6T o-TP6T T-OF6E =» UO} moe wi eres aie seit gage 
sea gq steak G sieak Gg sieak ¢ sresA G sieah G syeak 7 
Ioy Ioy IOy IojJ IOy I0j IO} 
aseleaaAy ose1dAY asBIsAy oseIaAY aseIsAy aseIeAy aseiaay 





a A LC ec a a a ED 


saadny fo spupsnoyy, ut €-ZP6L 97 L-90GI ‘8223019005 aaxDnsado-oF fo yondnD Burx104 


TYPES OF CO-OPERATIVE SOCIETIES 17 


than Rs. 9 crores were overdue. This gives us a percentage 
of overdue loans to total loans of roughly fifty, which 
is very serious indeed and shows that all the fine principles of 
;co-operation have not been put into practice and a very large 
percentage of loans were not repaid at the proper time. The 
following remarks in connexion with overdues, made by the 
Reserve Bank in their Review of the Co-operative Movement 
for the year 1939-40, reveals the real position : 


The real position would appear to be much worse in view 
of the common practice in several provinces of granting exten- 
sions, and the unsatisfactory and varying systems of calculating 
overdues. Moreover, no accurate figures of overdue interest 
are available though its amount would appear to be con- 
siderable. 

The accumulation of heavy overdues and the freezing of the 
assets of societies naturally resulted in clogging their business 
and paralysed the working of the co-operative movement over 
large parts of the country. Coercive action against defaulters 
provided no effective remedy for this state of affairs since it 
only saddled societies (and central banks) with lands which 
were difficult to dispose of and the management of which gave 
rise to complicated problems. In some provinces such as the 
Central Provinces and Berar, Bihar, Orissa and Bengal, the 
movement nearly collapsed. 


A CRITICAL EXAMINATION OF PRIMARY CREDIT SOCIETIES 


From the figures given on page 16 we find that the develop- 
ment and expansion of the movement was very rapid after the 
introduction of dyarchy in the provinces, when co-operation 
became a transferred subject. This rapid development conti- 
nued until the beginning of the depression. During this period 
more stress was laid on quantity than on quality, and the main 
criterion of promotion for the staff was the opening of more 
societies. Therefore, all tried to open as many societies as 
possible without paying much regard to their quality. The 
result was that the movement developed without the people 
realizing and feeling the need for the quality of the movement. 
Owing to the great enthusiasm of the employees of the co- 
operative department in persuading people to open societies, 
the movement indeed began to be regarded as a Government 
responsibility. In the Punjab co-operative societies are actually 
called Sarkari banks. The most distinctive feature, at least 
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in theory, of co-operative credit is that it should be a controlled 
credit and be of local origin. That is why the official title of 
co-operative societies is Credit and Thrift societies. Controlled 
credit is only possible where some members practise thrift 
and others need funds which are provided mainly from the 
savings of their fellow members. In practice, the thrift part 
of the movement was neglected and all the members were 
borrowing members. As no control over borrowings could be 
exercised in a group which was overwhelmingly dominated by 
borrowers, the result was serious. Overdues became conspi- 
cuous and the financial condition of the societies deteriorated. 
Many societies had to be liquidated. 

We find that in 1938-9, out of 118,195 Primary Societies, 
10,226 societies or about 9 per cent were under liquidation. 
A better guide to the state of affairs of the primary societies, 
however, is the audit classification. 


AUDIT CLASSIFICATION OF SOCIETIES 

The classification of societies in India is generally guided 
by the standard laid down by the Registrars’ Conference, 1926, 
though modifications have been made by some provinces in 
the light of their experience. In general, a society is classed 
as A if it is really good, works on co-operative lines, is sound 
financially and otherwise, requires no help from outside other 
than the annual audit and may serve as a model to other co- 
operative societies; a society is placed in class B if it is generally 
in a sound and healthy condition and manages its own affairs; 
it may, however, have a certain number of defaulters and may 
fall short of perfection in co-operative spirit and education. _ 
A C-class society is a bad society, which will be cancelled if it 
does not improve its classification within two years, and it is 
ineligible for receiving any kind of loan from the financing 
institution. All other societies are grouped under D class, 
which means that these societies are ‘hopeless’. Some pro- 
vinces have subdivided C societies into C(i) and C (ii), the 
latter being a little better than societies in class D; a few pro- 
vinces have further introduced a new classification E to apply 
to societies which are definitely condemned to liquidation, with 


no possibility of revival. 


TYPES OF CO-OPERATIVE SOCIETIES 19 


In 1940-1 only 1-7 per cent societies were classed as A, 9:1 
as B, 51:7 as C, 18:9 as D, 5:9 as E and 12:7 were unclassed. 

The most unfortunate fact is that the best friends of the co- 
operative movement, in spite of clearly seeing that the move- 
ment has not shown satisfactory results in the field of credit 
after an experimental period of 40 years, still insist on conti- 
nuing the trial. Sir Manilal Nanavati, who is a great supporter 
of the movement, gives the following account of the unsatis- 
factory condition of agricultural societies in his recent book, 
The Indian Rural Problem: 


The primary societies, credit and non-credit, agricultural 
and non-agricultural, form the base of the structure of the 
co-operative movement. The agricultural societies far out- 
number the non-agricultural societies, as can be expected from 
the predominantly agricultural character of the country. 
Among agricultural societies, credit societies outnumber non- 
credit societies. Thus, at the end of 1940-1, there were in all 
123,723 agricultural societies, of which 104,084 or 84 per cent 
were credit societies. The total number of members of all 
agricultural societies was 43 lakhs and their aggregate working 
capital Rs. 30-5 crores. Of this, the share capital amounted 
to Rs. 4:15 crores and Rs. 1:23 crores and the reserve fund 
and other funds to Rs. 7°27 crores and Rs. 1:23 crores respec- 
tively. The members’ and non-members’ deposits amounted 
to Rs. 1:22 crores and Rs. 1:15 crores respectively, while loans 
from provincial and central banks amounted to Rs. 15:31 
crores. The owned funds as represented by share capital, 
reserve fund and other funds came to about 42 per cent of the 
working capital (share capital 14 per cent, reserve fund 24 
per cent and other funds 4 per cent). The members’ deposits 
were 4 per cent and the non-members’ deposits formed approxi- 
mately the same percentage. Loans from the provincial and 
central banks formed about 50 per cent of the working capital. 
On a superficial view, the figures may not indicate an unsatis- 
factory position. However, on closer examination, it will be 
found that reserve funds in most of the cases are illusory, in 
the sense that they have been created without making any 
provision for bad debts or writing off bad debts from time to 
time. Even rhare capital in many cases represents deductions 
from loans. ‘ Obviously, the movement has failed to inspire 
confidence among non-members so as to attract their deposits. 
A more fundamental defect noticed is that the element of 
thrift in the movement is small compared with that in many 
European countries and that societies rely too much for their 
finance on their financing agencies. The societies had loans 
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of Rs. 22°50 crores outstanding at the end of 1940-1, of which 
loans amotnting to Rs. 10-40 crores or 46 per cent were in 
arrears. The position in some provinces would appear to be 
much worse, apart from the fact that the system of calculating 
overdues varies from province to province, and that the above 
figures do not include overdue interest which, as judged from 
the present position of the movement, must amount to a large 
sum, though the accurate figures for it are not available. How- 
ever, due to the recent war-time rise in prices of agricultural 
produce and of lands, distinct signs of improvement are 
noticeable in several provinces and States, particularly in 
Madras, Bombay, Mysore, Baroda and Cochin. The position 
in respect of overdues appears to have improved in the Punjab, 
N.-W.F.P., and Delhi also as can be judged from the larger 
repayments of loans, though the actual figures of overdues 
show an increase in these provinces due mainly to a change 
in the method of calculation of overdues. The unsatisfactory 
position becomes further evident from the fact that out of the 
total loans of Rs. 22-50 crores due from members, fresh 
advances during 1940-1 amounted to Rs. 7:52 crores or 33 per 
cent only. Further, we have also to take into account the fact 
that in several cases fresh finance was the result merely of 
renewal of old loans. " 

In spite of this poor condition of the co-operative societies, 
it is insisted that the trial shotild continue. 

RESERVE BANK’S SUGGESTIONS FOR IMPROVEMENT 

In order to improve: the condition of the agricultural credit 
societies, the following recommendations made by the Reserve 
Bank may be read with interest. 

i. Loans must be strictly limited to cultivation finance. 
This should ordinarily mean the expense in connexion with 
cultivating operations like ploughing, sowing, weeding, etc., 
but may also include the sums ordinarily required for the main- 
tenance of the farmer’s family till harvest, or other urgent 
purposes like the replacement of cattle or implements provided 
such loans can be repaid out of the proceeds of the harvest in 
a normal year. 

ii. In order that there may be no over-financing, the normal 
income from the crop and the normal cost of cultivation should 
be estimated by the co-operative department and the Central 
banks. It should be possible to do so with approximate 
accuracy with the help of the Settlement Reports and the 
Agricultural and Revenue Departments. The estimate will 
remain fairly stable from year to year but should be checked 
and revised if necessary with every year’s experience. 

iii, If loans have to be issued which cannot be repaid in one 
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year, e.g. for the replacement of cattle, such loans should not 
extend beyond two years and provision should be made for 
their repayment in equal instalments. Such loans should also 
be clearly distinguished from annual loans, and should not 
exceed a comparatively small proportion of the societies’ 
business. 

iv. All loans must be issued in instalments as money is 
required for each of the purposes and not in one lump sum. 

v. If loans are not repaid within the stipulated period, 
immediate steps must be taken to recover the amount or wind 
up the society unless there is a crop failure. 

vi. Extensions should be allowed only in cases of crop 
failure certified by the Agricultural Department and then only 
if there are reasonable prospects of recovery in the near 
future. a 

SOME CONCLUSIONS 

We may conclude that co-operative credit societies, in spite 
of their large numbers, are inadequate and cannot cater for 
the credit needs of the farmers. The various Provincial 
Banking Enquiry Committees that went into the problem of 
agricultural credit reported that co-operative societies supplied 
only about 6 ‘per cent of the finance required for the current 
expenses of agriculture. After the report of the Central Bank- 
ing Enquiry Committee the position deteriorated still further 
owing to the onslaught of the depression which seriously 
affected the co-operative societies in various provinces and 
States. The situation has improved slightly since 1937-8, but 
has not altered materially. The overdues before the war were 
very large and long outstanding. The qualitative strength of 
credit societies is very weak indeed, as is proved by the very 
insignificant percentage of A and B class societies. The inter- 
nal strength of the movement, as shown by the deposits and 
share capital of the members, leaves much scope for improve- 
ment. Unlimited liability has proved more a hindrance than 
an asset. Ii is therefore highly desirable that multiple-purposes 
societies with limited liability and a reasonable amount of 
share capital should take the place of single-purpose credit 
societies which have unlimited liability. As early as 1939 the 
writer made some very strong comments relating to the liabi- 
lity of the co-operative societies in a note prepared at the 
instance of the League of Nations, when he was temporarily 
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attached to the Financial and Economic Section of the League. 
The following quotation from that note also appeared in the 
Indian Economic Journal: 


LIMITED OR UNLIMITED LIABILITY ? 


There has been a general tendency in almost all countries 
to take it for granted that a primary co-operative society for 
the provision of credit should have unlimited liability. I have 
already observed above that it may sound very well in theory, 
but in practice the unlimited liability cannot be enforced when 
the occasion demands it. This has been our experience in 
India, especially in Burma. Even in Europe it is felt that the 
unlimited liability society has not been a success. Dr 
Koestner’s! remarks in this connexion are very significant. 
He says: ‘The Raiffeisen type of co-operative Credit Society 
with unlimited responsibility of members, especially if it 
attempts to become a universal organization for all the economic 
purposes of a village (a common practice in most countries 
of Eastern Europe), is hardly to be recommended. It intro- 
duces a principle of joint responsibility for all the members of 
the community, whether successful or not; a principle which 
can never be enforced in case of necessity, and well-to-do 
farmers, seeing that they risk the whole of their property by 
becoming members, avoid it, so that it may often degenerate 
into an organization of poor and inefficient farmers of the 
locality, dependent in its activity only from outside (State) 
resources, and thus distort in the eyes of the public the very 
conception of the co-operative principle. In such co-operatives 
the principle of individual securities given for loans is logically 
in contradiction to the joint responsibility principle and 
may often be neglected and involve the co-operatives and the 
State banks financing them into great embarrassment.’ 


In my opinion, co-operative societies in the villages should 
be of the multiple type and their liability should be 
limited. The society should have as much share capital as 
possible. By a multiple society, I mean a society which caters 
for all the needs of the farmers and not only for their credit 
requirements. A mistake has been made in most countries 
by laying too much stress on co-operative credit and neglecting 
other forms of co-operation. Fortunately it is being realized 
now that the other forms of co-operation are more essential 
than credit. The fundamental defect in a co-operative credit 


1An Estonian expert on Co-operation who in 1939 was Commissioner 
of the League of Nations in Bulgaria. 
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society is that once the farmer has secured the loan he ceases 
to take any interest and the society degenerates into a group 
of borrowers without any ideals of co-operation. On the other 
hand, if a society is of the multiple type and caters for almost 
every need of the farmer, the farmer is constantly brought 
into touch with the society and this creates a real spirit of 
co-operation amongst farmers. It is said that in countries such 
as Denmark it has proved best for a farmer to become a mem- 
ber of different societies catering for different needs. It may 
be possible in a highly developed country such as Denmark 
to have individual societies for separate purposes, but in coun- 
tries where farmers have not developed to such a standard it 
is very difficult to have a number of societies, especially when 
we find that farmers are faced with great difficulties even in 
finding a competent man to take charge of a single society. I 
am therefore of opinion that if co-operation is to be developed 
properly, it should bring home to the farmer the necessity of 
combining with others for his own benefit and make him 
realize from his everyday experience that this mutual 
co-operation is helping him to solve his day-to-day problems. 
In a multiple-purposes society, for instance, a farmer will not 
only go to the society for seed, but also for help in marketing 
his crops; a dairy farmer will seek help in manufacturing his 
dairy produce, as well as improved facilities for transport. In 
each case the multi-purposes society will look after the general 
welfare of the community. These repeated contacts with the 
society will weld its members far more effectively than the 
periodical applications for loans which is all the contact mem- 
bers have with credit societies. 

Another matter which must be brought home to co-operators 
is that there must be an efficient and paid management. The 
suggestion of paid management perhaps sounds rather unco- 
operative, but there is a limit to every man’s sacrifice for the 
general cause. It has been found again and again that most 
co-operative societies fail because of bad management. It is 
highly desirable that persons in charge of these societies should 
be given some training in a central institution and especially 
some training in methods of accountancy and general business 
methods. Also, it is necessary, if these societies are to mobilize 
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the savings of their members, that the accounts be kept in 
strict secrecy as is done in ahy banking institution. 

The Madras Committee on Co-operation, which reported 
a year after the above-mentioned note was written, strongly 
supported the principle of limited liability and multiple- 
purposes societies. ' 

§ 2. CENTRAL BANKS 

The Co-operative Societies Act of 1912 made provision for 
the starting of Central banks in order to finance the primary 
credit societies. Those Central banks whose membership 
consists of primary credit societies and also individuals are 
generally styled as Central banks, while those the member- 
ship of which is confined only to primary societies are called 
Banking Unions. 

The area of operation of Central banks varies widely in 
various provinces. For instance, in Bombay, Madras and the 
Central Provinces, the Central banks have a very large area 
of operation, generally the whole of a revenue district. Each 
revenue district has generally one Central bank. On the other 
hand in Bengal, Bihar, Orissa and the Punjab the area of 
operation is usually much smaller. In many of these provinces 
the Central banks confine their activities to a Taluga or a 
Tahsil. 

FUNCTIONS OF CENTRAL BANKS 

There is no doubt that the main function of co-operative 
Central banks is to finance the primary credit societies but 
generally they also perform various other types of banking 
business. They accept all types of deposits from the public on 
current and fixed accounts and have savings banks depart- 
ments. They undertake the collection of bills, cheques, hundis, 
etc., and issue drafts and give advances to individual members 
against moveable securities. In some provinces the Central 
banks have also advanced loans to individuals against real 
property, which strictly should not be the function of co- 
operative Central banks. The Central banks also finance 
urban societies. 

In a number of provinces the Central banks supervise the 
primary credit societies; but this supervisory function is not 
performed adequately, and some critics are of the opinion that 
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this should not be among their duties. The Royal Commission 
on Agriculture in India was opposed, on general principles, to 
Central banks undertaking the work of. supervision. The 
reason which led the Commission to make this recommenda- 
tion was that the attempt to devolve the work of supervision 
on Central banks had proved a failure and that the financing 
and supervision should be under separate controls. In my 
opinion this is a retrograde suggestion, because if the Central 
banks are to finance the primary societies, it should be their 
business to see that the financial condition of the societies is 
up to the standard required by them and they should make it 
a point to see that the accounts of the societies are in proper 
order. The work of inspection of co-operative societies must 
be entrusted to the Central banks, and I would like to go a 
step further. At present Central banks are independent 
institutions and have no direct connexion with the Provincial 
banks, in so far as their internal management is concerned. 
Similarly the primary societies are independent institutions 
and have no direct connexion in many provinces with the 
Central banks in regard to the supervision of their work, and 
their management. The right state of affairs should be that 
the Central banks should be made branches of the Provincial 
bank, and the primary co-operative societies should be made 
the sub-branches. Thus the Provincial banks should be solely 
responsible for managing the credit side of the co-operative 
movement. This idea is not very much liked in co-operative 
circles. It is said that the reduction of status of a Central 
bank, from an independent organization to a branch, would do 
away with local enthusiasm and is against the spirit of co- 
operation. Similar sentimental arguments were advanced in 
favour of small banking units when the movement for strong 
centralized banking started in England. But it has now been 
fully realized that there is little future for small banks and 
it is well to have a strong centralized branch banking system. 
I see no reason why the spirit of co-operation should evaporate 
by linking the Central banks with the Provincial bank. The 
greatest possible autonomy compatible with branch banking 
may be given to the Central banks, and local advisory boards 
may be formed to associate local co-operators, 
4 
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In some districts of Bombay this experiment has been 
tried and has worked very well indeed. I visited some of the 
primary credit societies in Bombay province, which have been 
directly linked with the Bombay Provincial bank, and found 
that their condition was very satisfactory indeed. In the 
interest of the co-operative movement, I very strongly feel 
that the example of Bombay should be followed in other 
provinces. 


OPERATIONS OF THE CENTRAL BANKS 

In the year 1942-3, the total number of Central banks in 
India (including the nine important States) was 589. The 
individual members of these banks numbered 79,499, while 
the number of member societies was 11,528. During the year 
under review, these banks advanced loans to the extent of 
Rs. 3-11 crores to individual members and Rs. 17°95 crores 
to banks and societies, while the deposits held by these banks 
at the end of the year from the societies amounted to Rs. 4:95 
crores, from other banks Rs. 3°10 crores, from the Govern- 
ment Rs. 0°66 crores and from individuals and other resources 
Rs. 16-74 crores. The reserve fund amounted to Rs. 2°45 
crores and the share capital was only Rs. 2:7 crores. The 
total working capital of these banks was Rs. 32-84 crores. 

It is clear from the above account that a very large part of 
the working capital of Central banks comes from non- 
co-operative sources. The amount of share capital is very 
small indeed and a large part of their assets is frozen. 


RECOMMENDATIONS TO IMPROVE THE WORKING OF CENTRAL BANKS 

The 13th Conference of Registrars made the following 
recommendations to improve the working of Central Banks. 

1. The scale of fluid resources fixed for each province 
should be reviewed in the light of the distribution of working 
capital as suggested by the Reserve Bank and the results be 
put before the next Conference. In any case the scale of 
fluid resources prescribed by the appropriate authority should 
be strictly adhered to. 

2. The Provincial and Central banks should in their 
balance sheets show the amounts advanced for more than one 
year and the amounts outstanding for more than one year. 
Bad and doubtful debts should be carefully estimated and 
shown in the balance sheet, 
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3. In the balance sheet all unrealized interest should be 
shown under the following heads : 

(i) interest recoverable from D-class societies (and also 
E-class societies where this class exists); (ii) interest 
recoverable from societies under liquidation; (iii) interest 
recoverable on other bad and doubtful debts; (iv) other 
interest recoverable: (a) interest earned on accounts on 
which no interest is overdue; (b) interest on accounts on 
which interest is already overdue. 

4. The reserve tunds of Provincial and Central banks should 
be constituted out of realized net profits and should either 
directly or through the Provincial bank concerned be invested 
outside the movement in unencumbered trustee securities, 
approved by the Registrar, other than mortgages of immove- 
able property. 

§ 3. PROVINCIAL BANKS 

The Provincial banks are the chief agency for financing the 
co-operative movement. The Reserve Bank in their review 
of the co-operative movement in India have mentioned the 
following functions of Provincial banks. 

The provincial bank is the apex bank of the movement in a 
province. It acts as the clearing and balancing centre for the 
central banks by transferring surplus funds of one locality to 
another and serving as a channel for the remittance of funds. 
It is able to attract funds for the movement at lower rates and 
from a wider area than is possible for the central banks and 
to invest the surplus funds of central banks in the commercial 
market, when nec#ssary, with greater facility than they could 
manage to do themselves. The provincial bank may also co- 
ordinate the working of co-operative central and urban banks 
in the province in such matters as the borrowing and lending 
rates, the rates for collection of various documents, besides 
advising the banks generally in regard to the efficient conduct 
of their business. 

The number of Provincial banks in British India in 1942-3 
was only eight. Among the important Indian States only 
Mysore and Hyderabad have apex banks. Thus the total 
number of apex banks for British India and important 
Indian States is‘ten. 5,160 individuals and 18,695 societies were 
members of these banks in 1942-3. During the year under 
review the banks advanced loans to the extent of Rs. 3-95 
crores to individuals and Rs. 6 crores to societies. The socie- 
ties had deposited Rs. 2:39 crores with these banks, the 
Central bank Rs. 4-91 crores, the Government Rs. 0:53 crores, 
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and individuals and others Rs. 7:29 crores. The reserve fund 
amounted to Rs. 0°55 crores. The total working capital of 
these ten banks was Rs. 17-48 crores. 

While dealing with Central banks, we suggested that they 
should be made branches of the Provincial banks in order to 
ensure better management, centralization of policy and in 
order to eliminate unnecessary intermediaries. The majority 
of co-operative experts in this country are rather hostile to 
these suggestions, though they admit the need for co-ordina- 
tion. The suggestions which the Registrar’s Conferences have 
made in this connexion indirectly aim to achieve the same end 
that we have recommended. The following recommendations 
of the 13th Conference of Registrars are interesting. 


1. All co-operative banks should send a monthly statement 
of their financial position to the provincial bank or, in the case 
of Bombay, to the central banks’ association. 


2. The provincial bank may act as an investment agency 
for the affiliated central banks. Those central banks which 
want to invest their funds in securities direct should consult 
the provincial banks or the Financial Adviser, if any, before 
doing so. 


3. The rate of interest in co-operative banks on deposits 
should not, without the sanction of the provincial bank or 
Registrar, exceed the lending rates of pugvincial banks on 
loans given for similar periods. 


4, The provincial bank should have a right to inspect 
central banks and to bring to the notice of the Registrar any 
serious defects in their working. 


In the same connexion, the following observations of the 
Reserve Bank made in their Review of the Co-operative 
Movement in India (1939-40), are worth noting : , 


As the apex bank of a province, the provincial bank should 
take an active part in directing the co-operative movement 
along right lines and towards organization on a broader base. 
Several provincial banks are already rendering necessary 
assistance in, the rehabilitation and reorganization of co- 
operative societies on these lines. In their own immediate. 
interest as well as the broader point of view of the co-operative 
movement, they must try to see that the movement is 
reconstructed and revitalized on proper lines: it would then 
offer scope for profitable employment of the idle resources 
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that the central and provincial banks now seek to use in 
extending commercial credit. 
In my own opinion, the Reserve Bank and the Registrars 


should recognize the facts of the situation and admit frankly 
that the co-operative movement cannot be put on its feet, and 
its financial condition cannot be improved, unless and until a 
thorough reorganization takes place. The Provincial co- 
operative banks should be made’ fully responsible for guiding, 
examining and controlling the Central banks and the primary 
societies. 


§4. OPERATIONS OF AGRICULTURAL 
NON-CREDIT SOCIETIES 

This is not the place to give a detailed account of the activi- 
ties of agricultural non-credit societies. The most important 
in this list are the Production and Sales societies which, at the 
end of the year 1942-3, numbered 8,028. The number 
of all other types of non-credit societies was 4,841, 
including societies for the consolidation of holdings which are 
very numerous in the Punjab. There are also societies for 
cattle-breeding, crop-protection, supply of machinery and 
implements. As a matter of fact every kind of activity is 
covered by co-operative societies, but the number of such 
societies for the country as a whole is quite inadequate, and 
it is in these fields that there is most scope for the co-operative 
movement to expand. It is highly desirable that the lop- 
sidedness of the movement should be rectified at as early a 
date as possible, that large numbers of societies for co- 
operative farming, dairying, land reclamation, embankment, 
irrigation, storing of grain and the purchase of agricultural 
requirements should be started all over the country. 


§5. OPERATIONS OF NON-AGRICULTURAL 
SOCIETIES 
The total number of non-agricultural credit societies in 
1942-3 was 7,093, out of which 4,750 had limited liability and 
2,343 had unlimited liability. It will be seen that, quite 
contrary to the agricultural credit societies, the total number 
of non-agricultural credit societies with limited liability is 
much higher than the number of unlimited liability societies. 
The number of Purchase and Sale societies was 2,225, out of 
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which 2,150 had limited liability and 75 had unlimited liability. 
The number of Production societies was 13, out of which 8 had 
limited liability and 5 unlimited liability. The number of 
Production and Sales societies was 1,649, out of which 534 
had limited liability and 1,115 had unlimited liability. The 
other forms of societies numbered 7,715, out of which 7,608 
had limited liability and 107 unlimited liability. Thus we get 
a total number of 18,802 non-agricultural societies. The total 
number of members of these societies was 2,245,783. 


LOANS MADE BY THESE SOCIETIES DURING 1942-3 

These societies advanced loans to the extent of Rs. 14-72 
crores to individuals and Rs. 1:84 crores to banks and socie- 
ties. We see that the loans provided to individuals in the 
non-agricultural societies are very much larger than the loans 
provided to banks and societies. The amount of overdues in 
the non-agricultural credit societies is very much smaller than 
that in the agricultural societies. We find that the extent of 
overdues was only Rs. 2:60 crores from individuals out of 
loans of Rs. 18-24 crores. 

There is great scope for the development of these societies. 
In order to put the movement on a more stable basis it is 
highly desirable that special efforts should be made to open 
more non-agricultural societies with adequate share capital and 
efficient management. 


CuaprTer III 


LAND MORTGAGE BANKS 
AGENCIES PROVIDING LONG-TERM FINANCE 
THERE are two main agencies which at present provide 
long-term credit to the farmers (1) the state, (2) land mort- 
gage banks. We shall first see how far the state is helping the 
farmer in regard to his long-term credit needs. The Govern- 
ment provides credit to the farmers under the Land Improve- 
ment Loans Act 1883 and the Agriculturists Loans Act 1884. 


LONG-TERM CREDIT PROVIDED BY THE STATE 

Sher Jung Khan of the Reserve Bank, in a paper on Long- 
term Credit submitted to the Indian Society of Agricultural 
Economics, remarks that the fact that the total amount out- 
standing under the Act [Land Improvement Act] for 1939-40 
is less than a crore of rupees, of which the overdue is about 13 
lakhs excluding about 3 lakhs interest, shows the small scale 
on which the Act is being worked, the amount advanced during 
the year 1939-40 being about Rs. 5 lakhs. 

It is strange that Mr Sher Jung Khan gave no figures for the 
loans made under the Agriculturists Loans Act. And who 
could be in a better position to furnish this data than the 
Agricultural Credit Officer of the Reserve Bank of India ? 

The latest statistical abstract for British India (1942-3) in 
the section of Loans and Advances, gives figures for the loans 
and advances made by the Central and Provincial Governments 
under the heading ‘Loans to land-holders and other Notabi- 
lities and Advances to cultivators’, but we are none the wiser 
about the nature of such loans, and the figures represent only 
the outstanding balances. 

The observations made by the Central Banking Inquiry 
Committee (quoted below) conclusively show the inadequacy 
of these loans and the difficulties in getting the proper data 
about them. The Government provide a very small share of 
the finance required by agriculturists by loans under the Land 
Improvement Loans Act and the Agriculturists Loans Act, 
which are merely enabling Acts empowering local Govern- 
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ments to advance loans from state funds and to frame rules 
governing the issue of such loans. Complete figures of loans 
made by the various Governments under each of the two Acts 
for a year are not available. In fact, one of the provincial 
Governments, namely Bombay, does not keep separate 
accounts of the advances under each Act. We give below the 
figures furnished by the Provincial Committees which illustrate 
the very insignificant part played by the Government in the 
matter of supplying rural finance: 





Land Improvement Agriculturists 
Loans Act Loans Act Remarks 


(In thousands of rupees) 


Assam 7 1,50 Average of 5 years 
Bengal 93 14,44 Relating to 1928-9 
Bihar and Orissa 70 8,34 Average of 5 years 
Bombay 13,72 9,57 Figures for each type 
(in 1926) (average of of loan not separa- 
normal years) tely available for all 
; years 
Burma 20 1,90 
(ordinary (average of 
year) 10 years) 
Central Provinces 1,70 1,58 Average of 3 years 
Madras 12,70 ' 11,54 Relating to 1927-8 
Punjab 5,00 11,00 Average of 5 years 





The Royal Commission on Agriculture in India inquired into 
the working of these loans, and pronounced the verdict that 
‘on the whole the working of the two Acts was satisfactory ’. 
In fact the working of these two Acts has been far from satis- 
factory. The following account furnished by the Central 
Banking Enquiry Committee gives a more accurate picture: 


The Provincial Banking Committees have gone more fully 
into the working of these Acts. The rates of interest charged 
to individuals on loans under the two Acts vary from 6 per 
cent to 64% per cent in all provinces except Burma where the 
rate was as high as 12 per cent till recently and now stands at 
10 per cent and Coorg where it is 74% per cent. In Madras loans 
for relief of distress are given at 3 per cent, And in Bijapur, 
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in the Bombay Presidency, loans for sinking wells are given 
at a rate which is slightly higher than 5 per cent. The Pro- 
vincial Committees generally have no recommendations to 
make in regard to the rates of interest. The maximum period 
of repayment under the Land Improvement Loans Act is 35 
years, but local Governments have power to fix the period by 
rules under the Act not exceeding the above maximum limit. 
The loans under the Act are in practice generally restricted 
to 20 years or less in all the provinces. The Central Provinces 
Committee report that though the maximum period under the 
rules is 20 years, in practice the period fixed for repayment 
rarely exceeds 5 to 6 years. The period allowed for recovery 
of loans under the Agriculturists’ Loans Act is generally 
shorter than that for loans under the Land Improvement Loans 
Act. The ordinary practice in some provinces is to recover the 
loans at the next main harvest or at latest after two main 
harvests. The period is longer in the case of special loans for 
purchase of seed and for relief of distress. We do not consider 
it to be a right policy to grant loans for improvement for a 
short period, though the rules provide that the loans might be 
given for a longer period. We think that normally loans for 
improvement should be spread over a period of years and that 
only in cases where the amount advanced is very small or the 
improvement effected is very temporary, the repayment should 
be required within a shorter period. 


The Provincial Banking Enquiry Committees which examined 
the problem in each province came to the conclusion that there 
was great delay in dealing with applications for loans, and that 
the distribution officers accepted bribes. The United Provinces 
Banking Enquiry Committee Report remarks that, as a result 
of such exactions, the effective cost of a takkavi loan has been 
estimated at not less than 25 per cent. Mr S. J. Khan men- 
tions in his paper that it ‘looks as though those facilities have 
not been availed of by a large number of cultivators for one 
reason or the other’. The agriculturist is ignorant, but he is 
not so ignorant as he is imagined to be. Who could blame him 
for not availing himself of the opportunities offered by the 
State when the ultimate cost is as high as 25 per cent ? But his 
difficulties do not end here. Even when loans are granted after 
a great deal of delay, often as much as a year, these loans are 
frequently insufficient to satisfy even his legitimate needs, 
because the amount sanctioned is generally arbitrary. The 
Central Banking Enquiry Committee observe : 
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It is reported tor example that loans tor the purchase ot 
cattle are insufficent for the purpose and it has been suggested 
that where funds are insufficient the advances might be res- 
tricted to a smaller number of recipients whose need is greatest 
and that their requirements might be satisfied. We support 
this suggestion. We similarly support the recommendation 
that loans should be given on a more liberal acreage rate as 
restriction to smaller amounts might involve resort to money- 
lenders at exorbitant rates of interest. 

In spite of the excellent recommendations of the Central 
Banking Enquiry Committee, these Acts for all practical pur- 
poses do not touch the fringe of the longterm credit problem. 
As already mentioned, during the year 1939-40 for the country 
as a whole the loans provided under the Land Improvement 


Loans Act were only five lakhs. 


LONG-TERM CREDIT PROVIDED BY THE LAND MORTGAGE BANKS 


Let us examine the working of the second most important 
credit agency, i.e. land mortgage banks. The first co-operative 
land mortgage bank was started in the Punjab in 1920. . In 
1929 the number increased to 12 and after 1929 the registra- 
tion of new banks was stopped. How hopeless the position of 
these 12 co-operative banks was even before the depression, in 
a province where it is claimed that co-operation has been most 
successful, can be seen from the following figures given by 
Mr Bashir Ahmed Khan, Secretary of the Punjab Co-operative 
Union, in his paper on Land Mortgage Banks, submitted to the 
Indian Society of Agricultural Economics : 


The working capital of the 12 mortgage banks in 1929 on 
the eve of the Depression was Rs. 22°86 lakhs, of which 
Rs. 14-42 lakhs were advanced by Government mainly through 
the Provincial Bank; and Rs. 1-65 lakhs by Punjab Co- 
operative Union and Rs. 5 lakhs by the Provincial Bank by 
issuing debentures in 1926. The remainder represented share 
capital, reserve and profit. 


Mr Bashir Ahmed Khan did not take the trouble to analyse 
the implications of his last line—‘“The remainder represented 
share capital, reserve and profit. But what is this remainder? 
It is a paltry sum of Rs. 1-/79 lakhs to represent the share 
capital, reserve and profit of one dozen land mortgage banks 
in the Punjab after working for ten years. 
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The position ten years later was still worse. During this 
period two banks had failed and the working capital had 
decreased from Rs. 22:86 lakhs in 1929 to only Rs. 13-40 lakhs 
in 1939, 

The following concluding remarks of Mr Bashir Ahmed 
Khan show the real position : 

There has been practically no material change in their posi- 
tion during the last three years. All Banks, with one or two 
exceptions, are really under voluntary liquidation. 

And in spite of this Mr Bashir Ahmed Khan opened his 
paper with the following remarks : 

It has now been established beyond any dispute that the 
best agency for catering to the long-term needs of the agricul- 
venir in India is the Land Mortgage Bank on a co-operative 

asis. 

Now let us see the position in other provinces to find out 
the validity of the above remarks. We may briefly mention 
that the total working capital of six primary land mortgage 
banks in Bengal is Rs. 6,14,962. Orissa has only one primary 
bank with a working capital of one lakh, the U. P. has 5 pri- 
mary banks with a total working capital of Rs. 1,76,921, Assam 
with four primary banks has a capital of Rs. 2,13,204, Ajmer- 
Merwara with twelve banks possesses only Rs. 75,335. 

These figures are for those provinces where the land mort- 
gage banks have almost failed and serve no useful purpose. 
But it is said that in certain parts of the country these banks 
have been very successful. The following table gives the 
figures for those provinces where the banks are said to be most 
successful. The figures are for 1939-40. 





Province Total Debentures Debentures 
; ; outstanding 
or Working issued since 
: . : at the end of 
State Capital inception th 

e year 

Madras .. 259-93 lakhs 359-97 lakhs 273-95 lakhs 
Bombay .. 31:93 ,, 30:00 __—s,, 30°00 __—s=é=", 
CP. & Berar .. 14:55 __,, 15:00, 15-00 __,, 
Mysore 1°75 ,, 16°43 __,, 15-11 ,, 
Baroda es 6°66 __se, 5:00, 5°00 sé, 


Cochin .. 17°86 ,, 15:00, 15:00, 
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In those provinces and States where the co-operative land 
mortgage banks are said to be successful, the total debentures 
issued so far or their working capital amount to less than 
Rs. 4% crores. With the possible exception of Madras, all 
other land mortgage banks are nonentities. The credit needs 
of a country with a population of 400 million, of whom at least 
70 per cent depend on land for their living, can be imagined. 
We may also mention that the rural indebtedness of the 
country was estimated by Sir Malcolm Darling at 900 crores 
in 1929. Our own estimate for the year 1936 was near 
Rs. 1,200 crores. 


THE PRESENT POSITION OF THE CO-OPERATIVE LAND MORTGAGE 
BANKS 

During recent years, when funds have been cheap and 
plentiful, the financial position of land mortgage banks has not 
changed very substantially and the credit provided by the 
co-operative land mortgage banks and societies (except in the 
case of Madras) is negligible. The following figures for the 
year 1942-3 (the latest available) show the operations of land 
mortgage banks and societies in India. The total number of 
land mortgage banks and societies in British India as well as 
in important States was 257, out of which 120 were in Madras 
and 67 in Mysore. Baroda had only 2 and Cochin had only 
1 land mortgage society, and the other six important Indian 
States had none. 

As regards other provinces, Bombay had 10, Bengal 10, the 
Punjab 10, Orissa 1, Assam 4, Bihar had none, C.P. 21 and 
U.P. 5. The financial position of these banks was not too 
sound. These 271 co-operative land mortgage societies, which 
include central land mortgage banks and societies, had a total 
share capital of Rs. 49,19,967 and the reserve fund was only’ 
13,55,343. The total working capital was slightly over Rs. 734 
crores and consisted mostly of the funds raised by the issue of 
debentures. 

The following figures show the financial state of affairs of 
land mortgage banks in the main provinces and States for the 
year 1942-3. 
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Province Total me a 

or Working at the a 

State Capital ae-the veut 
Madras .. 95,95,34,090 2,95,93,300 
Bombay ..  17,87,289 31,76,200 

C.P. and Berar .. 14,81,457 end 

Mysore ..  39,88,627 17,63,600 
Baroda ba 9,40,864 3,69,455 
Cochin .- 18,224,004 15,00,000 





In these days of cheap money no land mortgage bank lends 
at less than 6 per cent, while the lending rate in Assam was 
9-38 per cent, Bengal 8:34 per cent, U.P. 7:5 per cent, Mysore 
7 per cent, and Baroda, Cochin and Madras 6 per cent. It is 
surprising that the Baroda banks borrow at 2% per cent but 
lend at 6 per cent. Similarly, in Assam the borrowing rate 
was 6 per cent and the lending rate 9-38 per cent. In the 
Punjab, funds were raised at 44% per cent, but lent at 7 per 
cent. Orissa borrowed at 3% per cent and lent at 7% per 
cent. In the present era of cheap money, when the Govern- 
ment of India is finding it quite easy to borrow at 3 per cent, 
there seems hardly any justification for mortgage societies in 
provinces to charge as high rates of interest as 9 per cent. 

The Madras Co-operative Credit Land Mortgage Bank used 
to borrow funds at 4 per cent and lend at 6 per cent. When 
the bank was able to reduce its borrowing rate to 344 per cent 
the Madras Government insisted on raising the margin to 3 per 
cent so that the cost to the borrower was thus 6% per cent. 
the Madras Government insisted on raising the margin to 3 per 
cent, the lending rate became 6 per cent. In other words the 
cultivator got no benefit from the cheap rates of interest pre- 
vailing in the money market. Those connected with the Land 
Mortgage Bank had always advocated that the difference 
between the lending and the borrowing rates should not 
be greater‘than 2 per cent. But it is strange to observe that 
the Madras Government did not agree to this proposal. So 
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at present the lending rate of the Madras Land Mortgage Bank 
is nearly 100 per cent more than its borrowing rate. 

We are of the opinion that if land mortgage banks are pro- 
perly organized they should be able to work, not on a margin 
of 2 per cent, but even on amargin of 1 per cent. 
It is very mecessary to keep the margin low so 
that the farmer derives the maximum benefit. Of course, at 
ithe same time we have to safeguard the interests of the Gov- 
ernment which guarantees the debentures of such banks. With 
the present constitution and business of the land mortgage 
banks this margin is likely to remain high because their 
expenses, owing to the peculiar type of their business, are 
rather high. This difficulty can be removed if land mortgage 
banks are made a department of the State Bank; thereby their 
expenses would be_yeduced considerably.1 The mortgage bank 
would get the benefit of the services of a staff expert on 
matters of finance and banking. In a separate Mortgage Bank 
it is difficult to create that banking atmosphere which is the 
inherent characteristic of a deposit institution carrying with 
it special conservatism and caution. 

It is the experience of many Empire countries that enough 
care and caution are not exercised in granting loans by those 
institutions which merely provide credit. In India, unfortu- 
nately, our experience is the same. As mortgage banks have 
not very varied work, they can ill afford to pay for the services 
of competent bankers to take charge. If on the contrary a 
single institution with both lending and banking departments 
is started, on the strength of this joint work it could easily 
pay for the services of competent bankers who would have 
enough work to occupy themselves and justify the high sala- 
ries which would have to be paid to them. As the staff in a 
State Bank would consist of trained bankers, they are likely to 
exercise due caution and conservatism in making advances; 
and owing to this sound management, State Banks are likely 
to inspire greater confidence. From the point of view of the 
state it is also essential that the State Banks should be run 
by a competent staff which, by acting on sound principles of 
banking and finance, should minimize losses. It is in the 


i For details see Qureshi, State Banks for India (Macmillan). 
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interest of the state that these banks are well managed, 
because the state has to guarantee their liabilities. 

We feel no hesitation in recommending the establishment of 
State Banks which should provide facilities for ordinary com- 
mercial banking, cater for the longterm requirements of agri- 
culture and industry, and also provide credit to those who 
want to purchase or build residential houses. 

The ordinary banking facilities, in spite of the recent ex- 
pansion of banking (mostly centralized in big towns) requires 
a comprehensive system of State Banks to mobilize savings 
and to establish one co-ordinated comprehensive bank to cater 
for all types of credit requirements under one roof, though 
with separate departments. This aspect of the question is dis- 
cussed in State Banks for India. 


CO-OPERATIVE LAND MORTGAGE BANKS A MISNOMER 


It is a misnomer to call these mortgage banks co-operative. 
The only thing co-operative about them is that they are regis- 
tered under the Co-operative Societies Act, and the Registrar 
of Co-operative Societies exercises some hold on them in 
one form or the other. In these observations I am supported 
by a very able Indian economist, Mr Manu Subedar, who 
made the following observations in the Minority Report of 
the Central Banking Enquiry Committee: 


I have taken some pains to inquire into the extent and the 
manner, in which the principle of co-operative credit is to be 
established in the case of land mortgage banks. For one thing, 
there is no unlimited liability in this case and the borrowers 
do not, therefore, in any sense guarantee the debts of each 
other. The co-operation part then came in the sense that the 
borrower would be also a shareholder. It is futile to attempt 
a combination of the function of saving and borrowing at the 
same time. The money for the shares becomes merely a 
deduction from the loan. They represent an arbitrary deduc- 
tion from the loans and must be regarded by the borrower 
in the nature of a higher rate charged to him. 


In a paper submitted to the Indian Society of Agricultural 
Economics, Mr Bhat comes to similar conclusions: 


There are no factors in the working of the primary land 
mortgage institutions that would lead to the inculéation and 
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development of the spirit of co-operative responsibility. The 
working of the primary banks is more in the nature of com- 
mercial joint-stock institutions, than that of the primary co- 
operative credit societies. But the directors and the manage- 
ment of the primary banks lack that initiative which those 
of the joint-stock trading concerns possess. The working of 
the primary banks is, therefore, neither on co-operative nor 
on commercial lines. No wonder, therefore, that they lack 
in efficient conduct of business. 

There is another equally important reason for the absence 
of efficient working. They have no sufficient income to enable 
them to have an up-to-date organization. 


NO DEMAND FOR LOANS 

Of late it is being repeatedly pointed out that the problem 
the land mortgage banks, at least for the present, is not lack 
of funds. They are on the contrary worried by the funds 
lying idle at their disposal, for which there is no demand. 

But why is there no demand for funds ? The answer is that 
the loan machinery of these banks is so cumbrous and is so 
wound about with red tape that it puts serious hindrances 
in the way of borrowers. Moreover, in spite of their laudable 
efforts to reduce interest rates, the rates charged by the land 
mortgage banks are still high as compared with the profit- 
ability of agriculture. 

How greatly Indian agriculture is deficient in capital 
can be realized from the fact that in the irrigated 
tracts of the Punjab, the farm income of a peasant pro- 
prietor represent 51 per cent labour, 45 per cent land, and 
only 4 per cent capital. This shows a serious maladjustment 
between the factors of production and explains the low yield~ 
of agriculture. How capital can help agriculture is well 
illustrated from the capitalistic farming experiments at Wal- 
chandnagar, where a sum of about Rs. 30 lakhs has been 
spent to develop 16,000 acres with the result that the yield 
has almost doubled. 

This should be enough to indicate the colossal amount of 
money required to develop our agriculture. We have pointed 
out elsewhere! (and have discussed the point at some length) 


1‘Post-war Construction’, the Presidential address of the writer 
delivered at the 6th Hyderabad Economic Conference, published by India 
Book House, Hyderabad (Deccan), 


) 
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that in order to double the per capita income of Hyderabad in 
five years (raising it from Rs, 60 to Rs, 120) it will be neces: 
sary to invest a sum of Rs, 210 crores in five years, or on an 
average a sum of Rs. 42 crores every year, 

The above figures clearly show the tremendous amount of 
money needed to develop our agriculture, The national income 
can only be handsomely increased by increasing the income 
of the farmer, as agriculture is the vocation of 70 per cent of 
our population. 


THE REMEDY 

In our opinion the present type of co-operative land mort: 
gage bank cannot solve the problem. It cannot provide 
adequate credit at a really effective rate of interest. The 
matter can only be solved by opening State Banks with a net- 
work of branches, We need not go into details as the matter 
has been fully discussed in State Banks for India. Our con- 
tention here is only to prove that the existing credit agencies 
have not catered for the long-term credit needs of the farmers 
and are not capable of doing so. 


CuaptTer IV 


CO-OPERATION AND THE RESERVE BANK OF INDIA 


WueEnN the Reserve Bank of India Bill was under considera- 
tion in the legislature, a clause was inserted (Section 54 of 
the Reserve Bank Act) to provide a Department of Agricul- 
tural Credit within the framework of the Reserve Bank in 
order to provide credit to agriculturists and to help the co- 
operative movement. 

The idea of opening an Agricultural Credit Department 
within the framework of a Central Bank was taken from the 
example of the Commonwealth Bank of Australia, another 
Central Bank. ‘In 1925 an amendment was made in the Com- 
monwealth Bank Act and an Agricultural Credit Department 
was opened. It was provided in the amendment that the 
capital of the Agricultural Credit Department of the Com- 
monwealth Bank should be £3 million, which should be raised 
from the profits of the currency section. The Agricultural 
Credit Department of the Commonwealth Bank does not 
provide direct loans to farmers, but through other banks and 
co-operative societies. The credit is mostly provided for 
marketing purposes. The Bank also discounts paper payable 
after 90 days and extends credit for a period of one year for 
dairy farming and allied agricultural industries. 


INAUGURATION OF THE AGRICULTURAL CREDIT DEPARTMENT 

The Agricultural Credit Department was created in April 
1935, in accordance with the provisions of Section 54 of the 
Reserve Bank Act. Its statutory functions are: 


i, To maintain an expert staff to study all questions of 
agricultural credit and be available for consultation by the 
Central and Provincial Governments, Provincial Co-operative 
Banks and other banking organizations. 

ii. To co-ordinate the operations of the Bank in connexion 
with agricultural credit and its relations with Provincial co- 
operative banks and any other banks or organizations engaged 
in the business of agricultural credit. 

Before the creation of the Bank, Sir Malcolm Darling, who 


had been appointed by the Central Government to report on 
various matters connected with co-operative finance, had also 


CO-OPERATION AND THE RESERVE BANK 48 


been asked to express his views on the constitution of the Agri- 
cultural Credit Department. His report on the position of the 
co-operative movement together with proposals for the consti- 
tution of the Agricultural Credit Department was received 
at the end of June, 1935. On examining the report and other 
available material, it was decided as a preliminary step to 
call for detailed information from the Provincial Governments 
regarding co-operative societies, indigenous bankers, etc., 
to enable the Bank to formulate its own policy towards agri- 
cultural credit. The provincial Governments were accordingly 
addressed and, after considering their replies, the Bank 
submitted a preliminary report to the Government of 
India under Section 55 (1) of the Reserve Bank Act. This 
section required the Bank to make to the Central Government 
before 31 December 1937, a report with proposals, if it thought 
fit, for legislation on the following matters, namely : 

(a) The extension of the provisions of the Act relating to 
scheduled banks to persons and firms not being scheduled 
banks, engaged in British India in the business of banking. 

(b) The improvement of the machinery for dealing with 
agricultural finance and methods for effecting a closer co-opera- 
eee agricultural enterprise and the operations of the 

ank. 

Although the Bank was thus given until the end of 1937 to 
make its proposals, it was thought desirable to publish a preli- 
minary report with a view to clarifying the issues involved and 
ascertaining public opinion on them. The report was released 
for publication by the Government of India in December, 1936, 
and was followed by the Statutory Report on 15 December 
1937. The two reports are therefore to be regarded as comple- 
mentary to each other. 


. RESERVE BANK’S OBSERVATIONS 

In these reports the Bank authorities made some very perti- 
nent observations regarding the state of rural finance and ex- 
amined the condition of the co-operative movement. They laid 
special emphasis on the provision of credit, especially credit 
required for marketing purposes, and emphasized that the 
machinery for marketing must be improved. In this connexion 
they made the following recommendations ; 
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1. That the cotton staples against which advances are to 
be made should be standardized and that there should be 
similar standardization of the contracts relating to them. 

2. That provision should be made in properly regulated 
markets or elsewhere for cotton and other commodities to be 
properly stored, under proper supervision and under condi- 
tions which will permit of it being insured. 

3. That the possibility of creating properly regulated for- 
ward markets run on orthodox lines should be considered, in 
the interest of both consumers and buyers, so that the value 
of produce may be hedged and the risks of violent market 
fluctuations mitigated. 


The Report suggested that in this matter co-operative socie- 
ties could play a very useful part. At present, the farmer has 
to sell his produce immediately after the harvest even though 
the prices are low. Co-operative godowns and sale societies 
would help greatly, and by providing a general collective 
guarantee on top of the security afforded by the produce itself, 
such societies would make it a commercial proposition for banks 
to make advances on narrow margins and in larger amounts. 


OVERDUES 


In connexion with the overdues in the co-operative move- 
ment the Reserve Bank made the following recommendations : 


In order that the co-operative movement may be in a posi- 
tion to cater for the needs of the agriculturists more adequately 
it will have to tackle first the question of overdues, which are 
everywhere large and which have in fact become long-term. 
The causes which have led to these overdues are various. It 
would seem that in the past many co-operative societies made 
the mistake of attempting to liquidate the previous long-term 
indebtedness of their members, and thus got themselves in- 
volved in the inevitable embarrassment which result from 
borrowing short-term and lending long-term. In addition, 
overfinancing and failure to take prompt steps in the case of 
defaults gradually made their position more precarious so that 
the fall in prices in the last five years (1930-5) provided the 
finishing touch in converting what were intended to be short- 
term loans into debts which, it is obvious, can only be repaid, 
if at all, in small instalments spread over a long term of years. 
Unless these debts can be separated from the ordinary business 
of the societies they cannot be expected to perform properly 
their main function of advancing short-term credit. The first 
step necessary for putting the co-operative movement on its 
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feet is therefore to disentangle those assets which represent 
long-term debts. 
The Bank further made it quite clear that unless the co- 


operative banks can put their long-term debts on a sound foot- 
ing it will not be in a position to be of assistance to them. 


CONSTITUTION AND FUNCTIONS OF THE AGRICULTURAL CREDIT 


DEPARTMENT 
For the purpose of internal administration the Department 


is divided into three sections, (i) the Agricultural Credit, (ii) 
the Banking and (iii) the Statistical and Research. The 
functions and activities of these sections evolved gradually and 
may be said to have taken their present shape in January 1938. 
The work done by each of these sections is described separately 
below, although the three sections work in close co-operation. 
The activities of the Agricultural Section are described in a 
note prepared by the Department itself. 


AGRICULTURAL CREDIT SECTION 


The Agricultural Credit Section was the first to be organized 
and commenced work in April 1935. Its main activities may 
be reviewed under the following three heads. In the first 
place, it studies all problems relating to rural finance, with 
particular reference to co-operation and to legislation for the 
relief of rural indebtedness. Secondly, it keeps in close touch 
with the co-operative movement and its officers avail them- 
selves from time to time of opportunities for studying on the 
spot the special features of the movement in the various parts 
of India. The results of such studies are published in the 
form of bulletins, and five such bulletins on various aspects of 
the co-operative movement were published up to 1939: 


Bulletin No. 1. Report on the Banking Union at Kodinar 
. , 2 Co-operative Village Banks 
" » oo Recent Developments in the Co-operative 
Movement in Burma with suggestions 
for their applicability to India 
és » 4. Co-operation in Panjawar, a village in the 
Una Tahsil of the Hoshiarpur District, 
Punjab 
‘9 » o& The Sittang Colonies Banking Union and 
Co-operative Colonisation in Burma 
A more comprehensive Review of the Co-operative Move- 
ment in India tracing developments up to the co-operative year 
1939-40 has been issued. This section also tenders advice to 
the Central and Provincial Governments, Co-operative Banks 
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and any other banking organizations which may happen to 
consult it on problems connected with agricultural credit. 

In the performance of its main functions the section has to 
study a wide range of subjects connected with agricultural 
economics and serves as a clearing-house of information on 
matters relating to Agricultural Credit. References dealt with 
by the section cover almost the whole field of agricultural 
credit, the more important among them relating to the rehabi- 
litation of the co-operative movement, provincial and central 
co-operative banking, land mortgage banking, provincial debt 
legislation, regulation and control of moneylending, ware- 
house facilities for agricultural produce, etc. The work 
normally done in the section includes the analysis of the 
balance sheets of all Provincial and some of the Central Co- 
operative Banks, reviews of annual reports of Registrars, 
collection and tabulation of statistics regarding the co-operative 
movement, study of important literature relating to co-opera- 
tion and agricultural credit, working of land mortgage banks, 


etc., etc. 
In the field of research what the Reserve Bank has been 


doing is no doubt very useful but research is not the main 
function of the Agricultural Credit Department nor did the 
framers of the Bank Act intend it to be so. The chief function 
of this Department was to provide credit to farmers and to 
link the indigenous bankers with the Reserve Bank. The 
Bank has failed in both these directions. The Bank did issue 
circular letters to all scheduled banks and indigenous bankers 
in order to elicit their opinion about linking indigenous 
bankers with the Reserve Bank, but it has not been able to 
secure the co-operation of the indigenous bankers. Section 17 
of the Reserve Bank Act under its various sub-sections makes 
provision for the discounting of agricultural paper maturing 
within 9 months issued for the purposes of financing seasonal 
agricultural operations or marketing agricultural crops. It 
also provides for making advances for periods not exceeding 
90 days against bills or promissory notes. The Reserve Bank 
is also permitted to make advances up to 90 days to provincial 
co-operative banks against Government and other approved 
securities. Although the Bank is permitted to make advances 
-to provincial co-operative banks [under Section 17, 4 (d)] 
against promissory notes supported by documents of title to 
goods, this sub-section has been practically inoperative owing 
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to lack of warehouses and the non-existence of documents of 
title to goods. 

The Bank has not undertaken discounting of any type of 
paper to any considerable degree. In November 1944 the 
Bank made loans and advances to the Government to the 
extent of Rs. 72 lakhs. Other loans and advances totalled only 
one lakh. The bills purchased and discounted also amounted 
to the same insignificant figure of one lakh of rupees. 

It is evident that agriculture has not received any material 
help from the Reserve Bank, yet it is felt that some provision 
must be made whereby the Reserve Bank can provide funds 
to finance agriculture. With this end in view Sir Manilal 
Nanavati, ex-Governor of the Reserve Bank and President of 
the Indian Society of Agricultural Economics, has submitted a 
memorandum on the allocation of the Reserve Bank’s profits 
to agricultural reconstruction. The following extracts are 
reproduced from his memorandum: 


In this connexion, we suggest that half the profits of the 
Reserve Bank of India should be set apart for financing the 
setting up of an organization for the development of rural life 
preferably under the Imperial Council of Agricultural 
Research whose functions should be expanded to make plans, 
promote research and sanction grants for agricultural recon- 
struction. The Reserve Bank, it is admitted by all, is a Public 
Utility Concern, and it is not worked for the profit of the 
shareholders. Under the Reserve Bank Act, there is already 
a provision for the limitation of the dividends that can be given 
to the shareholders. These have hitherto amounted to about 
Rs, 17-5 lakhs annually since the incorporation of the Bank 
and even if the dividends are increased they would not absorb 
any very appreciable amount. The profits of the Reserve 
Bank over the same period have been increasing as shown in 
the table on page 48. 


Under the present arrangement, whatever surplus there 
remains after the allocation to dividends goes to the Central 
Government, and this contribution is then amalgamated with 
the general revenues of the country. It is easy to see that 
if half the profits of the Reserve Bank are constituted into a 
special fund for creating the necessary organization at the 
Centre for the development of agriculture, it would have little 
adverse effect on general resources which are amply met, while 
it would be an excellent source of funds so badly needed for 
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Profits of the Reserve Bank 
(In thousands of rupees) 





Amount set Surplus 





aside for payable to 
payment of the Central zoe 

dividend G;overnment 
1935 April to December, 1935 .. 13,13 42,93 56,06 
1936 ‘. ss .. 17,50 35,92 53,42 
1937 " .. 17,50 10,41 27,91 
1938 ma i .. 17,50 20,95 38,45 
1939 is ” .. 17,50 5,00 22,50 
Half-year ending 30 June, 1940... 8,75 20,54 29,29 
1940-1 Pe ss .. 17,50 2,61,75 2,19,29 
1941-2 ss Ss .. 17,50 3,24,04 3,41,54 
1942-3 5 _ .. 20,001 7,49,81 7,69,81 


the initial very necessary organization. The great advantage 
of this procedure would be that the organization would be 
assured of finance independently of the Government budget. 
The profits of the Reserve Bank come, after all, from the com- 
munity at large, as they accrue mainly in the Issue Depart- 
ment, and there is hardly any more deserving use of the same 
than the one suggested here; for, agriculture is India’s key 
industry which has an undoubted claim on such funds, which 
ought, naturally, to go to the benefit of the large mass of the 
people. Since half the profits of the Bank would still be avail- 
able to the Government, that would be more than enough 
to compensate the Government for their own investments in 
the Bank. They have invested 5 crores for the provision of 
the Reserve fund and permit the creation of a certain amount 
in the currency reserve by way of ad hoc Treasury Bills. On 
non-terminable loans Government pays 3% per cent, and on 
Treasury Bills, the average rate is As. 12. On 5 crores of 
Reserve Funds, Government would be entitled to Rs. 17% 
lakhs and on Treasury Bills which would always be a varying 
factor, it may receive about Rs. 22 lakhs or nearly Rs. 40 lakhs 
in all. This is a fairly average sum which the Government 
of India should receive from the Reserve Bank for the use of 
their funds. For the last three years the profits of the Bank 
have been increasing and have now no relation to the direct 


lIncluding Rs. 2,50,000 of surplus available for payment of an 
additional dividend at the rate of % per cent. 
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services rendered by the Government of India, whereas .half 
the profits still left over would more than compensate them 
for this provision of service charge. 

The profits of the Reserve Bank are bound to be high for 
some years to come due to the accumulation of the sterling 
balances. It will take some time to set up and fit the new 
organization into working order, while for at least eight or 
ten years this income will be assured. It may, in the mean- 
while, be able to lay aside some amount every year for use 
later on when the profits fall. If the organization functions 
well, there should not be any difficulty in getting more funds. 

This suggestion is in line with the policy hitherto followed 
by the Government of India in financing schemes of develop- 
ment from assured sources and the argument that the profits 
of the Reserve Bank may not always be as high is no bar to 
their use along the lines suggested while they continue. 

The principle that a portion of the profits of a Central Bank 
be utilized for agricultural development has been recognized 
in Australia, where 25 per cent of the profits of the Common- 
wealth Bank in the Note Issue Department are paid into the 
Rural Credit Department, until a total of 2 million has been 
reached. This amount now constitutes the permanent capital 
of the Department. There are other ways in which the Rural 
Credit Department of the Bank is provided with funds to the 
maximum of £3 million by the Treasury at such rates of 
interest as may be agreed upon. No such funds have been 
allowed to the Agricultural Credit Department of the Reserve 
Bank of India, as its functions are confined to research and 
guidance to Governments and other bodies. . 

So far as financing the co-operative movement is concerned, 
the Reserve Bank has been trying to give facilities to Central 
and Provincial Co-operative Banks in respect of rural finance. 
There is as yet no adequate organization which can take full 
advantage of these facilities, but an organization can be built 
up in course of time. For the present, the co-operative move- 
ment has ample funds, in fact, more than it can absorb. What 
is needed is the rehabilitation of the co-operative machinery. 
In any case, Section 17 of the Reserve Bank Act provides 
ample facilities for the supply of short-term funds to the move- 
ment when needed. For long-term finance the Provincial 
Government’s help in the floating of debentures in the shape 
of a guarantee of interest and capital is adequate to bring in 
funds at a low rate of interest. For special purposes, such as 
the financing of the sale of produce, the Reserve Bank is pre- 
pared to find funds at a rate even below the Bank Rate. 

The funds made available by setting apart half the profits 
of the Reserve Bank should, therefore, be first used to create 

qT 
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an appropriate organization to deal with the whole problem, 
to collect information, to investigate conditions, to frame poli- 
_ cies, to give grants when schemes have to be introduced, or 

to undertake work directly in appropriate cases where more 
than one jurisdiction is involved and to help the units to obtain 
funds where local sources are inadequate and thus to strengthen 
the structure of agriculture. 


This fund should be entrusted to the Imperial Council of 
Agricultural Research. With the limited funds left at its dis- 
posal it has done good work in stimulating technical research 
in agriculture in co-operation with the provinces and the 
States. It has a fine record of useful work. It has a com- 
petent secretariat. On its governing body there are men of 
all shades of opinion—technical experts, experienced admi- 
nistrators, business men with wide experience and substantial 
agriculturists. On its Council there are technical experts who 
put up projects, discuss them and recommend them to the 
Governing Body. There is a happy combination of experts 
and administrators. Its present functions are limited and 
should now be extended to include the whole problem of rural 
reconstruction in its varied aspects, economic, social, adminis- 
trative, technical, engineering, finance, transport, etc. It can 
function through appropriate Committees. Apart from the 
two or three Committees working at present additional Com- 
mittees for the following problems may be suggested: 


i. Social and cultural life of the people. Problem of 
health and nutrition. 
ii. Finance of agriculture, tariffs and fiscal problems, debt 


legislation. 

iii. Problem of land tenures and taxation, consolidation of 
holdings. 

iv. Rural engineering—civil, mechanical, electrical, sani- 
tary. 


v. Rural transport. 
vi. Rural administration and propaganda. 


Thus the functions of the Imperial Council should be 
expanded and additional funds made available to that body... 
For larger financing of projects it may suggest methods of 
raising them [funds]. : 

In principle, as well as on practical grounds, the above pro- 
posals are undoubtedly directed in the right direction. This 
scheme provides a businesslike method of dealing with post- 
war policies expeditiously, instead of leaving them to be dealt 
with by unwieldy committees with indeterminate recommen- 
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dations. It is not advisable to leave policy decisions to mere 
theorists, and the mixed character of the Imperial Council of 
Agricultural Research is one of its best features. The amount 
available under this scheme will be small relative to the needs, 
but it would mean a good beginning. The scheme could be 
put into effect immediately by the introduction of a suitable 
amendment in the Reserve Bank Act, making this allocation 
a statutory grant beneficial to agriculture, and by amending 
the Constitution of the Imperial Council of Agricultural 
Research. The preliminary work done by the organization 
thus set up should prove extremely valuable when large pro- 
jects of agricultural development are taken up, as they must 
be, in order to increase the nation’s standard of life and to 
raise the productivity of agriculture all round. 


CHAPTER V 


CO-OPERATION IN THEORY AND PRACTICE 
Wuat is co-operation? In the chapter of this name in 
Mr H. Calvert’s book, The Law and Principles of Co-operation, 
the author quotes definitions from a number of authorities 
and countries, and the most satisfactory of all appears to be 
that of Mr Myron T. Herrick, the author of the well-known 
work Rural Credits. This is his definition: ‘Co-operation is 
the act of persons, voluntarily united, for utilizing reciprocally 
their own forces, resources or both under their mutual manage- 
ment to their common profit or loss.’ A co-operative society 
organized corporately aims principally at contributing towards 
the economic prosperity of its members by joint action. Let 
us see what is meant by a co-operative society in India. The 
Indian Co-operative Act suggests (Section 4) that a co-opera- 
tive society is a society which has as its object the promotion 
of the economic interest of its members in accordance with 
co-operative principles. But when we look in the Act for 
the meaning of the words ‘co-operative principles’, we find 
that the decision is left to the Registrars. The Report of the 
Maclagan Committee has some edifying comment on the 
subject, however : 

The theory underlying co-operation is that weak individuals 
are enabled to improve their individual productive capacity, 
and consequently their material and moral position, by com- 
bining among themselves and bringing into combination a moral 
effort and a progressively developing realization of moral 
obligations. The movement is generally a moral one and it is 
individualistic rather than socialistic. It provides as a substi- 


tute for material assets honesty and a sense of obligation and 
keeps in view the moral rather than the material sanction.1 


This sounds very fine and inspiring on paper and is a con- 


temporary Sermon on the Mount.” It is strange to note, how- 
ever, that Mr Calvert, who is known to be an authority on 


1 Italics ours. 
2It is fortunate that many prominent persons responsible for 
developing this movement in India did not take it too literally. 
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co-operation, remarks that ‘it is not primarily an ethical move- 
ment but strictly a business one, and many failures in India 
would have been avoided if this had been more stressed’. 

Before discussing the practice and the present condition of 
the co-operative movement in India it seems essential for clarity 
that we should know what are the fundamental principles of 
co-operation ; and we can do no better than briefly mention 
these as envisaged by the Maclagan Committee.! 


THE THEORY OF CO-OPERATION ‘AS ENVISAGED BY THE MACLAGAN 
COMMITTEE 

1. The first condition obviously is that every member 
should have a knowledge of the principles of co-operation, 
if this co-operation is to be real and not a sham. 

2. In the formation of a society the first essential is the 
careful selection as members of honest men, or at any rate of 
men who have given a satisfactory guarantee of their inten- 
tion to lead an honest life in future. 

3. The loans must in no circumstances be given for spe- 
culative purposes, which, so far from encouraging thrift and 
honesty, have exactly the opposite effect. Loans should be 
given only for productive purposes or for necessaries which, 
as essentials of daily life, can be classed as productive. The 
borrowers should be required to satisfy their fellows that 
they are in a position to pay the loans from the income that 
they will derive from their increased productive capacity, or 
that by the exercise of thrift they can effect a margin of income 
over expenditure which will suffice to meet the instalments 
of their loans as they fall due. 

4. When a loan has been given it is essential that the com- 
mittee of the society and other members should exercise a 
vigilant watch that money is expended on the purpose for 
which the loan was granted. If the money is not properly 
applied it should be at once recalled. 

It is further advisable to add to the general supervision of 
the society, the special supervision of individual members, by 
taking personal sureties in the case of each loan. In the event 


1For details see the Report of the Committee on Co-operation in 
India (1915). 
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of any default of the borrower an instant demand should be 
made on these sureties. 

5. The express object of the society should be the deve- 
lopment of thrift among its members, with the hope that this 
idea of thrift may spread in the neighbourhood. To effect this 
object loans must be given only when they are really neces- 
sary and desirable. Further, the development of thrift and of 
a proprietary interest in the society should be aided by efforts 
to build up as soon as possible a strong reserve fund from 
profits. The society must also be encouraged to obtain as 
much as possible of its capital from the savings which its 
teachings and example have brought about among its mem- 
bers and their neighbours. 

With all these must go the elementary business principles 
of honesty, punctuality, proper accounts, and payment when 
due. To ensure all this there must be adequate control from 
within, increasing vigilance and supervision by the office- 
bearers and continuous effort by members in learning the 
principles of co-operation, in watching others, in working hard 
and observing thrift, and in punctual payment of their own 
loans as they fall due. 

To sum up these points, the basic idea of a co-operative 
credit society is to capitalize honesty and character. It is a 
form of mutual help between persons who know each other 
rather intimately, and that is the main reason why the co- 
operative law insists that the co-operative credit societies 
should not be big and should be confined to one village or to 
a class of persons who know each other well. The underlying 
idea is that in a small group like this it will be possible to 
capitalize honesty and character, and loans could be made 
to those people who have no reliable material security to offer 
but are respected and honest persons. Moreover, in a system 
like this, in theory at least, the credit and especially the use 
to which such credit is put, could easily be controlled as every- 
one knows everyone else’s business. 

It was presumed that the savings of all members of a group 
could be pooled, or at least that there would be some people 
who would come forward with their savings and deposit them 
in the village society for loan to needy members, Alternatively, 
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the mutual security afforded by a society would, it was pre- 
sumed, enable it to borrow from other institutions where 
surplus funds were available. It was for these reasons that 
it was said that the co-operative movement capitalized honesty 
and linked the former in the remotest village with the biggest 
capital markets of the world. 

The system was expected to work in the following way. 
Village societies borrow from district banks, district banks 
borrow from provincial banks and provincial banks either 
raise loans by debentures or attract deposits in the money 
market or in big cities. In a co-operative society all the 
initiative should come from within—the need of helping one 
another must be felt by the people themselves—and a fairly 
large proportion of funds must be available locally for distri- 
bution among needy members. It is then possible to super- 
vise the spending of loans and borrowers can be questioned, 
and in some cases even advised as to how the loan granted 
to them is to be spent. 

It is extremely regrettable that this glorious ideal has seldom 
‘been realized in practice. What has happened in most countries 
is that the small farmers have been unable to obtain money 
or to borrow it at reasonable rates of interest. Political pres- 
sure has been brought to bear on the Government to take 
some remedial action, and as a result the Government has 
decided to start the co-operative movement. In a number of 
countries the movement has been sponsored by the Govern- 
ment and the ideal of self-help has been non-existent from the 
very beginning. Those who have joined and have become 
members of co-operative societies have done so with the desire 
to borrow as much money as they possibly could. In an ideal 
co-operative society there is joint and unlimited liability of 
members, and this ideal has been insisted upon in almost all 
co-operative societies. As a result of the strict observance of 
this rule—that is, that every village co-operative credit society 
must have unlimited liability—the well-to-do farmers who are 
not in need of money do not come into the movement, so that 
the average co-operative society became, not an association 
of some men who had spare funds to invest and of others who 
wanted to borrow, but a society with no funds at all to invest 
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and all of whose members wanted to borrow. The result was 
that all co-operatives became societies of borrowers, and where 
everybody is a borrower no question of supervision or control 
of the loans can arise. It was a case of helping one and being 
helped by the other—a policy which resulted in the whole 
movement becoming very weak.! 

The sponsors of the co-operative movement in India em- 
phasize the moral side of this movement which, in its earlier 
days, was expected to solve all the ills created by the capitalis- 
tic system of production. The Royal Commission on Agricul- 
ture in India went so far as to say that if co-operation fails 
the best hope of India fails. The following observations of the 
Maclagan Committee indicate how far these fine ideals have 
been realized. - 


The theory of co-operation is very briefly that an isolated 
and powerless individual can, by association with others and 
by moral development and mutual support, obtain, in his own 
degree, the material advantages available to wealthy or power- 
ful persons and thereby develop himself to the fullest extent 
of his natural abilities. By the union of forces material ad- 
vancement is secured, and by united action self-reliance is 
fostered, and it is from the interaction of these influences that 
it is hoped to attain the effective realization of the higher and 
more prosperous standard of life which has been characterized 
as ‘better business, better farming and better living’. 


CO-OPERATION IN PRACTICE 

We have deliberately refrained from making any comments 
on the theory of co-operation. In theory it is excellent. Its 
principles are sound. Unfortunately the practice of co-opera- 
tion in India has been quite the contrary. The saddest thing 
is the unrealistic attitude of a number of co-operators in this 
country and their unwillingness to see the gravity of the situ- 
ation in all its bare and dark aspects. Under the heading ‘Is 
co-operative credit essentially a controlled credit ?’ the Madras 
Committee on Co-operation makes the following observations : 


Co-operative credit has always been distinguished from 
moneylender’s credit. The moneylender is not concerned with 


1The truth of this assertion can be judged from the practice of co- 
operation in this country. For details see the author’s memoranda on the 
subject prepared for the League of Nations and published in the Indian 
Journal of Economics, October, 1939. y 
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the use to which the amount of his loan is put by his client, 
while the theory of co-operative credit requires that the need 
for the loan should be scrutinized, that the application of it, 
the purpose for which it is taken should be supervised and 
controlled and the recovery of it in due time should be insisted 
upon. Co-operative credit is essentially controlled credit in 
so far as societies really influence borrowers towards the true 
use of credit. The position has been well put thus: ‘The 
important point about a co-operative society is that loans are 
only granted to a member whose moral standing, honesty and 
solvency have been scrutinized by all the other members of 
the group as being of service to the borrower and in keeping 
with his means and the security he could offer. Lastly, as a 
rule, a guarantee by one or more members is required. A 
close watch is kept on the use made of the sums lent and the 
society has to be satisfied that they are being applied for pur- 
poses intended and are really improving the farmer’s position 
and not simply increasing his indebtedness.’ 

We have only to add that in order to secure such a control 
the by-laws provide that the loans should be advanced only 
for useful and productive purposes, that they should be recalled 
at once if they have been misapplied, and that in addition to 
the general supervision of societies, a special supervision of 
the individual borrower through the system of personal 
security is necessary. 


In practice, there is no difference, or very little difference, 
between the credit provided by co-operative societies or money- 
lenders. Even the interest rates charged by the majority of 
co-operative societies (from 12 to 15 per cent) before the 
Depression, were by no means low considering all the risks 
involved in lending and do not compare very favourably with 
the rates charged by good moneylenders. After the Depression 
the co-operative societies have lowered their lending rates, as 
have other lending institutions, in consequence of a general 
fall in the rates of interest in an era of cheap money. 

As regards the supervision exercised in granting loans and 
the pressure exercised in collecting overdues, these have 
seldom existed in practice. The truth of this statement is 
borne out by the table below which gives figures regarding 
the position of overdues in Agricultural Credit Societies in 
British Indian Provinces for the year 1936-7.1 


1Taken from Report of the Madras Committee on Co-operation 
(1940), page 129. 
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unt Amount Percentage of 
of loans 
‘Province : overdue overdues to 
aes ce Ke =—oRs. Lakhs —_outstandings 
Ra. : nding 
Madras .. 351-99 162-07 46:1 
Bombay .. 247°36 128: 24 51°8 
Bengal .. 396°39 345-80 87-4 
United Provinces ee 45°91 36°21 47-7 
The Punjab .. 629-40 30-34 40-8 
Bihar .. 104-18 96°40 92°5 





It is clear that no proper pressure is exercised by those who 
are in charge of the credit societies. 


PERIOD OF OVERDUES ANALYSED 

What is, however, a matter for anxiety is the age of over- 
dues in these societies. An examination of loans in 89 bad 
societies in Madras—three or four at random in each district— 
has disclosed that of the total loans aggregating Rs. 3-65 lakhs 
on 30 June 1939, Rs. 3:28 lakhs (90%) was overdue. Of this 
amount, Rs. 2-67 lakhs was overdue for five years and Rs. 0-14 
lakh for between four and five years, Rs. 0:19 lakh between 
three and four years, Rs. 0:12 lakh between two and three 
years, Rs. 0-11 lakh between one and two years and Rs. 0:15 
lakh for less than one year. 


PROGRESSIVE DETERIORATION OF THE MOVEMENT 

Co-operative societies in India have been divided into A, B, 
C, and D class societies according to their financial soundness 
and their co-operative spirit. The progressive deterioration of 
the co-operative movement all over India can be seen from the 
fact that the number of societies which approach near true 
co-operation is very small indeed. In Bengal, for instance, the 
number of A and B class societies was 9-6 per cent in 1934-5, 
while the percentage of C class societies was 70 per cent. 
Analysing the situation further in Bengal, Dr Niyogi observes : 
‘In some districts there were no A class societies in 1934-5. 


1 Madras Committee, op. cit., p. 129. 
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In one district (Malda) there was not one single A and B class 
society at all.’ 

In the Punjab, where co-operation seems to be at its best, 
the number of A class societies in the whole province in 1933, 
according to Mr Atta Ullah, was 302 while the number of C 
class societies was 12,1492 The total number of A class socie- 
ties in Madras in 1937-8 was 170 while the number of C class 
societies was 7,830. ‘We may perhaps examine the position from 
another point of view. Of 7,336 societies of all classes indebted 
to 24 central banks in the province 4,887 societies (or over 
60%) were in default to them on 80 June, 1939.’3 


THE CO-OPERATIVE IDEAL AS FOUND IN PRACTICE 
Before we give our own reasons for the comparative failure 
of the co-operative movement in India, we would like to 
associate ourselves with that section of the witnesses and 
members of the Madras Committee on Co-operation who hold 
the following views: 


That the development of the movement has neither been 
sound nor efficient, that it has been no more than a monev- 
lending concern, that, as it has not sprung out of the felt needs 
and a realization of its utility bv the people, it has not acquired 
the strength and vigour natural to a popular movement...the 
movement has during the past few years shown signs of deterio- 
ration as evidenced bv the steady accumulation of overdues 
and bad and doubtful debts and an increasing number of 
liquidated societies, that the movement has not yet touched a 
large section of the rural and urban classes, that it has not 
reduced the indebtedness of the rvots, that it has not vro- 
pagated the principles of thrift, that quantity rather than 
quality has been aimed at, and that growth has been lopsided 
in so far as the aspect of credit has received an unduly large 
share of the attention of co-operators. 


It is instructive to note the reasons which these co-operators 
assign for the rather gloomy picture of the movement they 
have drawn. 


Lack of suitable persons to run co-overative institutions, 
general illiteracy among the mass of rural population, absence 


1J,. P. Niyogi, Co-operation in Bengal, p. 41. 
2Atta Ullah, The Co-operative Movement in the Punjab, p. 121, 
5 Madras Committee, op. cit., p. 380, 
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of an efficient machinery to propagate the principles and prac- 
tice of co-operation, to assess the credit-worthiness and repaying 
capacity of agriculturists, to arrange for the prompt supply of 
credit to the people and make timely recoveries, the backward 
economic condition of the rural classes, absence of select mem- 
bership in societies, lack of proper leadership in village and 
spirit. of disinterested and selfless service among the Panchayat- 
dars, introduction of politics and factions into the management 
of co-operative institutions, want of business talent and method 
among office-bearers, inadequate provision of advice, guidance 
and effective supervision, failure to cater to all economic needs 
of members and premature deofficialization of the movement.! 


In co-operative circles 6ne hears a good deal of nonsense 
about the gospel of co-operation which is ‘all for one and one 
for all’. How this wonderful gospel has worked in practice 
may be realized from the following account given by Messrs 
Jathar and Beri which is based on a number of detailed 
studies.? 


It must, however, be admitted that all these benefits—moral, 
educational, as well as purely economic—have been secured 
only on a very small scale. For example, much yet remains 
to be attempted and achieved in the field of non-agricultural 
co-operation. Even agricultural co-operation is practically con- 
fined to the sphere of credit and here too, as Sir M. Visves- 
varaya remarks, ‘all that has been done amounts only to a 
scratching of the ,surface.’ Co-operative credit again has 
generally prospered only where the monsoon is normal. In 
precarious tracts, overdue loans and failure to repay are dis- 
tressingly common. Moreover, as the Central Banking En- 
quiry Committee point out, the credit provided by the co-oper- 
ative organization is still much too dear for the cultivator in 
some provinces and it is necessary to take further steps to 
effect a reduction in the present rates of interest. 

It is also clearly necessary that we should frankly recognize, 
in order to be able to remedy, the various defects in the actual 
working of the movement in India today, such as unpunctuality 
of payments, fictitious payments, excessive overdues, defective 
audit, inefficient control, benami loans, nepotism, red-tapism, 
inelasticity, dilatoriness and inadequacy of co-operative finance, 
etc. The staff appointed to teach members the true principles 


1 Report of the Madras Committee, op. cit., p. 242. 

2Jathar and Beri, Indiah Economics, Vol. I, 7th ed., pp. 366-7. 
Reports of the Central Banking Enquiry Committee, the Royal Com- 
mission on Agriculture, and the Burma Committee on Co-operation, 
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of co-operation is itself sometimes ignorant, ill-trained and unfit 
for the work entrusted to it. Managing committees and presi- 
dents are too often allowed to usurp all power, to the detri- 
ment of the rank and file of the members; and office-holders 
and leaders of the movement often display ‘an undue delicacy 
and lack of moral courage in dealing with the faults and mis- 
demeanours’ of the members, and put up with serious irregu- 
larities in the hope that a Government officer will come one 
day and put things right. They show a great dislike to incur 
the unpopularity attendant on stringent action taken against 
recalcitrants and the recovery by legal process of overdue 
debts 


Many of the members seem to believe that the co-operative 
movement is merely a state-managed affair and that it is Gov- 
ernment money which they borrow from their society. The 
failure of members to understand properly the aims and objects 
of co-operation engenders in them an attitude of apathy and 
indifference which is’ fatal to the movement. They are also 
apt to take only a mercenary view of their society, regarding 
it merely as a cheaper substitute for the village moneylender, 
and are thus unable to identify themselves with the movement 
in the whole-souled manner that is essential for its success. 


OUR OWN OBSERVATIONS 

Quite contrary to the expert opinion in the country, we are 
of opinion that §0-operation, as outlined in the earlier part of 
this chapter, namely the pure theory and high ideals and prin- 
ciples, is inapplicable to economically undeveloped and back- 
ward countries. The provision of credit is a proper function 
of banks and allied financial institutions and it is best if this 
function is entrusted to such institutions. It has been dis- 
covered that in a number of countries ordinary joint-stock 
banks have failed to care for the credit requirements of the 
farmers. In such cases the remedy is not co-operation but 
State Banks.! Pure co-operation has not succeeded in any 
part of the world in solving the credit needs of the farmer, and 
the sooner we escape from this delusion the better. In the 
English-speaking countries of the world the example of suc- 
cessful co-operative credit in Ireland has always been hurled 
at those who have suspected the bona fides of this movement, 
but we may be permitted to point out that if Ireland is the 
standard by which the success of the co-operative movement 


1¥or details see L. C. Qureshi, State Banks for India (1939), 
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is judged, then there could be no better example to show con- 
clusively its failure. There are, or to be more correct, there 
were in 1935, only a dozen co-operative credit societies in the 
Irish Free State providigg credit to farmers, and their condi- 
tion was none too satisfactory. The other examples of success- 
ful co-operation in the field of agriculture are the Scandinavian 
countries, but it must be understood that co-operation in these 
countries is working in fields other than credit, and the move- 
ment has been working largely as a business proposition 
unadorned by any sacred idealism. 

Co-operative credit has been comparatively successful in 
India in the province of the Punjab where co-operative socie- 
ties are considered as Sarkari (Government) banks; in fact, 
their success is more due to the breaking of co-operative prin- 
ciples than to observing them. If these societies had been pure 
and simple State Banks they would have worked still better. 
It may sound rather strange, but it is a fact that there is an 
almost complete absence of independent non-official element 
associated with the co-operative movement in the Punjab, in 
the sense in which it is understood in the C.P., Bombay and 
Madras. The oft-quoted success of the Central Co-operative 
Land Mortgage Bank in Madras does not in®any way affect 
our contention. As a matter of fact it goes to prove it. It is 
a misnomer to call that bank co-operative when its debentures 
are guaranteed by the Government. To say the least it is a 
semi-state bank and it would have worked even better if it 
had been a full-fledged state bank. 

SOME FUNDAMENTAL CAUSES OF THE FAILURE OF THE 
CO-OPERATIVE MOVEMENT 

The first and the foremost cause of the failure, as we have 
already observed, is that co-operation is not suitable for econo- 
mically backward countries. Such countries stand in need of 
vigorous and comprehensive state action rather than diluted 
voluntary help. Secondly, undue stress was laid on the eredit 
side of the movement and other aspects such as marketing 
were until recently neglected. Thirdly, the type of society 
envisaged for India—a single-purpose society with unlimited 
liability, was most unsuitable for the country and made the 
movement a group of borrowers, achieving the wonderful ideal 
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‘one for all and all for one’ in helping each other and being 
helped by others in borrowing from outside resources as much 
as they possibly could and in withholding repayment as long 
as manageable. Fourthly, and this we regard as the most 
important, the movement was entrusted to a type of civil 
servant who in spite of his proved ability and character in 
other fields of administration, was most unsuitable by tempera- 
ment, environment and training to undertake an expert job 
of this type. These civil servants were further handicapped 
on account of their limited stay in the department. As a 
number of these were executive officers, the villager naturally 
began to regard their suggestions and requests as orders and 
commands, with the result that the village societies began to 
be regarded as Government banks, and the movement degene- 
rated from its high ideals to an ordinary state department, 
except that unfortunately it was without full state control. If 
one reads a co-operative Act one finds that, as to God Almighty, 
all functions, responsibilities, directions, guidance and control 
have been entrusted to the Registrar of Co-operative Societies 
who, as we have already remarked, is handicapped in many 
ways in fulfilling these obligations. Lastly, we may be per- 
mitted to add that one will be more than an optimist who still 
believes in the gospel of co-operation in solving the credit 
needs of this country after having seen its working in the 
country for nearly forty years. Co-operation must expand in 
directions other than credit. 


Cuaprrer VI ; 


CO-OPERATIVE MARKETING 

In previous chapters we have reviewed the working of the 
co-operative movements, more particularly in the field of 
credit, and have seen the poor results achieved so far. We 
discovered that the practice of co-operation in India has been 
very different from its theory, and it is high time that we 
should face facts. This frank criticism may create the impres- 
sion in co-operative circles that I am an opponent of the move- 
ment. This is far from the case. The memories of various 
very successful marketing and consumers societies that I 
visited in the thirties in Europe, the British Dominions, and 
the U.S.A., are still fresh in my mind. I firmly believe that 
a really progressive and effective co-operative movement is 
not only necessary for the welfare of our farmers, but is 
essential for the well-being of humanity at large, for co- 
operation is a happy middle way between capitalism and com- 
munism. While retaining the good features of capitalism— 
individual liberty, initiative and healthy competition—it 
avoids its worst features—monopolistic tendencies and 
exploitation. It helps the good ideals of socialism—better 
distribution and production for consumption. 

In India unfortunately we have been backing, and backing 
to the limit of our resources, a wrong horse. Co-operation in 
the field of credit is a very poor horse and it has not shown 
outstanding results in any country of the world. We have. 
always heard co-operators in India quoting the success of 
agricultural credit in the Irish Free State. The author was in 
Ireland in 1934 and 1935, first as a research worker studying 
the problems of Irish agriculture, and then as lecturer in 
Economics, Dublin University. He failed to discover any 
successful credit societies. To the best of his recollection there 
were only 13 co-operative credit societies in the Irish Free 
State in 1935 and these too were not of a standard to boast 
about. On the other hand, he saw a number of successful 
co-operative creameries there, manufacturing and marketing 
butter. In Denmark also, the country which is always held 
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up as a model for the co-operative movement, credit societies 
are not important at all. But in Denmark co-operation has 
achieved wonderful results in marketing and in providing 
farmers’ requirements. 

Both these problems, the marketing of agricultural pro- 
ducts, and the provision of consumers’ requirements, are 
urgent in this country and provide a wide field for the co- 
operative movement to exploit. We shall therefore discuss 
them at some length. 


THE IMPORTANCE OF MARKETING 

Since the First World War the problem of marketing 
agricultural produce has come into great prominence and it is 
rightly believed by many cultivators that the major problems 
of agriculture today are marketing problems. The credit 
provided to the farmer so that he can make improvements in 
his land, practise intensive agriculture or adopt a better 
quality of seed, will be of little use to him if he is unable to 
secure a higher price for the better commodity that he pro- 
duces; or as an extreme case, if he is unable to secure a price 
which will cover his expenses of production. 

Serious objections have been raised against the private 
marketing which is the prevailing system in most countries. 
It is said that this system involves an unnecessarily large num- 
ber of intermediaries through whom a commodity passes 
before it reaches the final consumer, and as a result the 
cost to the consumer increases to a very considerable extent, 
without benefit to the producer. The system is objectionable 
to consumers as well as producers. With the development of 
industrial economy, and the growth of a working class which 
had to buy all its requirements from retail shops, the burden 
of the middleman’s charges became more onerous, and it was 
to lessen this burden that consumers’ co-operative purchase 
Societies were started in Western countries. These con- 
sumers’ societies have since grown tremendously. 

In India, until the end of the last century, the problem of 
marketing was not an acute one, as the majority of the popu- 
lation lived by subsistence farming. Agriculturists grew crops 
more with a view to eating than selling them. But the situa- 
tion has since changed and is still changing. The cultivation 
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of money crops has necessitated their sale and, as a result, 
marketing problems have to be faced and solved. 


HIGH COST OF MARKETING 

In India the price received by the producers is altogether 
out of proportion to the price received ‘by the middleman. 
Recently a good deal of propaganda has been carried out to 
impress on the farmers the desirability of growing fruit. 
Fruit-growing is an expensive type of cultivation and requires 
much capital expenditure and it is only fair that the farmer 
who undertakes this expense and trouble should receive an 
adequate share of the rupee the consumer spends on the 
purchase of fruit. But experience tells a very different story. 
In Bombay Province, where a good deal of fruit is grown, the 
difference between the percentage received by the producers 
and the sale proceeds realized by the middlemen is very great 
indeed, as is clear from the following table :! 





Percentage of Percentage of 
sale proceeds sale proceeds 


Place Fruit received by received by 
producers middlemen 
Poona i Guava 33°6 66:4 
Poona os Orange 53 °4 46°6 
Nagar sie Mosambi 28-6 71:4 
Nasik ws Papaya 36:9 63°1 





The above figures hardly require comment. For Nagar 
mosambis the producer gets only 28-6 of the 100 rupees spent 
by the consumer on the purchase of fruit, while various inter- 
vening agencies absorb 71:4 per cent—approximately three 
times the share of the producer. It is quite clear that in a 
poor country like India these heavy marketing expenses not 
only rob the producer of his share but also discourage the 
consumption of more fruit in the country by increasing its 
price. It is only fair to point out here that under the head of 
middlemen’s charges, all expenses of marketing, including 
packing and transport, are included. 


- 1B, B, Mukerjee, Agricultural Marketing in India, p. 12. 
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It must not be understood that we are denying the value 
of the services rendered by middlemen. Far from it. Market- 
ing is a very difficult job and requires a great deal of skill, 
intelligence and the taking of considerable risks, and therefore 
the persons, or agencies, who undertake these functions must 
be paid for their services. What we do suggest is that private 
middlemen charge more than they should considering all the 
risks. Their services are very expensive to the community 
and their charges cannot be borne by the agriculturists. 

These objections against middlemen are not altogether with- 
out foundation. Inquiries made by the International Labour 
Office, Geneva, and by other agencies and individuals show 
the difference between the prices of goods handled by private 
shopkeepers and by co-operative stores. Generally the goods 
handled by co-operative stores are cheaper, and in many 


cases they are better than those handled by private shop- 
keepers. 


THE PROFITS OF MIDDLEMEN 


A Commission was appointed by the Swedish Government 
in June 1920 to inquire into the operations of middlemen in 
the food trades, and it presented its report during the summer 
of 1922. 

The inquiries of this Commission dealt as usual with the 
nature and the quantity of articles consumed, the organization 
of the wholesale and retail trade, and wholesale and retail 
prices; but a comparison was also made between the prices 
charged by co-operative traders and private traders to the 
advantage of the former. This fact led the Commission to pay 
a tribute, in its conclusions, and even in its recommendations, 
to the value of the co-operative movement. 

The figures in the table on page 68 show the prices of bread 
bought from co-operative societies and from private traders 
in Stockholm and Gothenburg. 

In the chapter dealing with the proposed measures for 
remedying the difficulties inherent in the operations of the 
middlemen in the food trades, the Commission says. 

It is clear that Consumer’s Co-operation offers a vigorous 


defence against the tendencies of private trade to combine in 
order to keep up prices artificially. Many examples could be 
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Stockholm Gothenburg 


Co-operative Gticts Co-operative 


bakeries bakeries Others 


Ore per kg. Ore per kg. Ore per kg. Ore per kg. 





White bread .. 99 108 118 129 


Brown bread leavened 

with sweet leaven .. 90 105 88 110 
Brown bread leavened 

with yeast .. 64 82 42 59 





mentioned where large organizations of shopkeepers have 
been forced by the co-operative society to pull down their 
prices, an act which the association between them otherwise 
could have prevented. The great importance of the co- 
operative movement in this respect has been proved in a 
remarkable degree, particularly during the period of depres- 
sion when the co-operative societies, as a rule, have been the 
first to cut down the prices. 

There is a good deal of evidence on record to show that the 
prices charged by the co-operative societies to consumers are 
lower than the prices charged by private traders, and also that 
the co-operative societies have been able to bring about a re- 
duction in the prices of commodities handled by private trade. 
The following example, from Hungary, besides comparisons of 
prices of meat in the butchers’ shops and in the co-operative 
societies of Kishunhatlas in 1925, gives the prices charged by 
the butchers when the local co-operative society first opened 
its shop, and some months later. 


Price of a Kilo of Meat in Hungarian Crowns 





February 1925 August 1925 


Price Price Price 


Price 
charged by charged by arsed: by charged by 
co-operative arg 





butcher co-operative 
ae society butchers society 
Beef .. 28 20 20 18 
Veal we. Be 20 26 22 
Mutton .. 28 20 20 18 
Pork oe Oe 24 30 26 
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From the first the co-operative society charged prices con- 
siderably lower than those of the butchers, and the latter 
were obliged to reduce prices by 20 per cent on an average. 
Even after this reduction, the prices of the co-operative society 
were still lower than those of the butchers. 

From the above table, it is evident that consumers’ co- 
operative societies not only benefit the public directly by 
charging a lower price but succeed in bringing down the general 
level of prices. Consumers have another great advantage in 
dealing with co-operative societies: they are assured of the 
quality and weight of the commodity they purchase. 

As an example of the variations in weight of an article in 
relation to the price, we will consider the results of an inquiry 
made in Cologne in reference to bread. 


Eight loaves were purchased in bakers’ shops and industrial 
bakeries of the first class. Loaves of the same kind baked 
on the preceding day (as with the other loaves purchased), 
were taken indiscriminately from the batches of the Hoffnung 
Co-operative Society. The price was the same in all cases, 
namely, 55 pfg. per loaf. A careful weighing showed that one 
of the shop loaves weighted 1215 grm., three others 1200 grm. 
each, three others 1170 grm., and the eighth 1150 grm., which 
makes the price per pound respectively 23:91, 23:50 and 
22°91 pfg., or an average of 23-22 pfg. Half the loaves of the 
Hofinung Co-operative Society weighed 1330 grm., three 
loaves were slightly lighter “(in no case by more than 10 grm.) 
and the eighth was heavier (1340 grm.). These weights, when 
brought into relation to the price, make the average price per 
Ib. 20-63 pfg. The difference between the two real average 
prices was therefore 2:54 pfg. per pound, that is to say, the 
price of the loaf was 12-19 per cent higher in the case of the 
private bakers than in the case of the co-operative society.! 


Some inquiries, by the manner in which their results were 
published, make it possible to combine the differences of 
prices and the differences of weights ascertained. An example 
of these is the sounding carried out on 19 May 1926 by the 
Volkskraft Co-operative Society of Erfurt. The comparisons 
related to 25 articles of current consumption taken from two 
retailers and from the Co-operative Society. The total weight 


1 League of Nations C.EI, II, p. 7. 
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of these articles was 8 kg. 210 grm. at the Co-operative Society, 
7 kg. 906 grm. in the case of retailer A, and 8 kg. 062 grm. 
in the case of retailer B. The amount of the purchases was 
9-69 marks from retailers A and B respectively. In other 
words, after deducting the dividend of 3 per cent on the prices 
paid to the co-operative society, the cost of the purchases from 
retailer A was 25 per cent and from retailer B 6:5 per cent 
higher than at the co-operative society. 

Inquiries made in India regarding the sellers’ expenses in 
a co-operative commission shop and in the local shops in the 
mandis for the sale of their crops show that sellers have to 
pay at least 60 to 70 per cent more to the local shops than to 
the co-operative commission shop. 

The following table! shows the sellers’ expenses in Lyallpur 
mandi for the sale of produce worth Rs. 100: 





Co-operative 








Items Local shops commission 
shop 
Rs. as. ps Rs. as. ps. 
1. Commission 0 12 6 0 8 6 
2. Palledari (portages) 0 39 0 39 
3. Tolai (weighment) 0 3 9 0 39 
4. Chungi paid to buyer’s 
servants 0 13 0 1 3 
5. Brokerage (to buyer’s 
dalal) . 0 13 0 13 
6. Shagirdi (to adatya’s ° 
apprentices) . O 1 38 Nil 
7 Dharman (charity) 0 1 3 Nil 
8, Gaoshala (charity) . O 0 3 0 08 
9, Changar (sundry payments 
in kind) .. 0 12 8 0 3 6 
Total .. 2 5 6 1 6 3 











It is apparent from the above table that the farmer has some 
reason to complain. The charges which he has to pay middle- 
men are too onerous and leave him very little margin of profit. 


1S. A. Hussain, Agricultural Marketing in Northern India, p. 128, 
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On the other hand, the Indian consumer, whose purchasing 
power is very small, finds it beyond his capacity to buy even 
the most essential conveniences of life partly on account of 
the considerable inflation of prices caused by middlemen. The 
result is that the farmer is hit both ways. In the first place 
he gets a fractional share of the consumers’ rupees and finds 
it hard to meet his expenses, and on the other hand he suffers 
from the small demand. The situation which exists in India 
today existed in other countries also, and what they have 
done to improve their lot by co-operation deserves study. 
Presently we shall describe the part which co-operation has 
played in marketing the farmer’s goods and see what lessons 
it affords to India. But it must be realized that co-operation, 
however perfect, cannot solve the entire problem. 

In the previous pages we have laid considerable stress on 
the important part which consumers’ co-operative societies 
have played in the urban areas of most European countries. 
India being predominantly an agricultural country and town 
life being far less important than village life, our problem is 
to find some adequate agency to magket the farmer’s produce 
and thereby achieve all those economies for our farmers 
which the consumers’ co-operative societies are achieving for 
the workers in Western countries. The problem of agricultural 
marketing has only recently received the attention which its 
very important nature deserves. No doubt there are market- 
ing societies here and there in this country which are doing 
useful work, but considering the magnitude of the problem 
they fade into insignificance. We are of opinion that the 
present type of co-operative marketing society in India is not 
suitable for this purpose. Isolated individual co-operative 
marketing societies cannot achieve any success until and unless 
they are linked with some powerful central organization. It 
is extremely regrettable that we, in this country, are so slow 
to learn a lesson. Not long ago we discovered that a small 
individual land mortgage bank could not succeed without 
being linked to a strong central organization. Why have we 
not applied the experience to marketing? Before outlining 
a definite scheme for the marketing of agricultural products 
in India, it will be instructive to consider the experience of 
some of the British Dominions. 
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AGRICULTURAL MARKETING SOCIETIES IN THE BRITISH DOMINIONS 

The Dominions are producing for overseas markets and it 
would take a long time before the proceeds of sale were 
received by the producers, if they had to wait for their money 
until their goods reached the consumers. Generally it is 
impossible for the producers to wait so long. In addition to 
waiting, they would require finance to buy packing materials 
in order to send their produce to the overseas markets. They 
would have to pay for cold storage. They might have to wait 
until market conditions improved. 

All this requires finance, and unless the farmers can afford 
to wait, the market will be glutted from time to time with the 
result that prices will slump. The big financial houses or 
banks find it very difficult to finance an individual, and prefer 
to deal with a group or a society. The remedy, therefore, is 
co-operative marketing, which results in various economies : 
by dealing in bulk, concessions can be obtained from railways 
and shipping companies, and credit can be had on better terms 
from banks and financial houses. Societies can afford to build 
cold storages and can e economies by eliminating unneces- 
sary middlemen. The HBominion Governments have clearly 
realized that their prosperity depends upon efficient market- 
ing and they have taken a very active part in helping cultiva- 
tors to market their goods. 

It was realized from the beginning in these countries that 
in order to effect economies it is desirable for the co-operative 
societies to join together, and the big co-operative societies in 
the different States of Australia called a conference in 1918 
with a view to linking themselves together. 

His Excellency Sir Ronald Munro Ferguson, the then 
Governor-General of Australia, who previous to his appoint- 
ment was for many years a Member of the Executive of the 
Scottish Co-operative Society, remarked in his Presidential 
address that each State in Australia should have a federation 
of all societies in their respective areas and these federations 
should be united in an All-Australia Federation. The combined 
organization would be able to finance its members, to sell their 
produce in the best market and to buy at wholesale prices in 
the cheapest markets. His Excellency further remarked that 
for an agricultural organization to be successful it would be 
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necessary for the individual to surrender a certain amount of 
the dignity of isolation and to grow a community soul to enable 
him to identify his interests with those of the country as a 
whole. The success of agriculture depends upon the adopting 
of a triple policy, of combining individual initiative, scientific 
methods and collective organization. No other industry stands 
in more need of combination than agriculture for the simple 
reason that agriculturists are so scattered that they have been 
left behind in the contemporary scramble of other individuals 
to organize themselves and join hands to exploit others. 

The Conference was successful in its object and a Federa- 
tion of the whole of Australia was formed and christened the 
Australian Producers’ Wholesale Co-operative Federation Ltd. 
The primary objects of the Federation are: 


(1) To establish a permanent connexion between the 
various co-operative societies working in the Common- 
wealth of Australia for collective purchase of their 
requirements and the sale of their produce. 

(2) To create an organization in the Continent and in Great 
Britain or in other countries for the sale of Australian 
goods and the purchase of their members’ requirements. 

(3) In the furtherance of the same obiect the Federation 
was allowed to buy shares of such other companies. 

(4) It is also the aim of this Federation to advance the 
cause of co-operation and secure representation for 
producers upon various kinds of pools and other such 


bodies. 


This Federation was registered under the Companies Act 
(Australia) of 1915 and has a capital of £100,000 divided into 
10,000 shares of £10 each. Any co-operative association, 
society or company is eligible to make an application for shares 
and is required to contribute 3 per cent of the paid-up capital. 
The shares held by a company must not exceed £3,000 or be 
less than £200. 


THE NEW ZEALAND FEDERATION 
Prior to 1917, there were many individual co-operative 
societies in New Zealand doing business on their own account, 
but there was no agency to co-ordinate their activities. In 
10 
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order to achieve the advantages of combination the co- 
operative companies formed themselves into a Federation 
in 1917 and named it the Farmers’ Co-operative Wholesale 
Federation of New Zealand Ltd. The functions of the New 
Zealand Federation are: 


(1) To purchase the requirements of their members, and to 
make arrangements for transport of their produce and 
its sale. 

(2) To ship the primary produce of their members to coun- 
tries overseas, and sell the same to cther countries. 

(3) To link themselves with other co-operative organiza- 
tions for the furtherance of the interests of their mem- 
bers. 


Many co-operative associations have helped their members 
to get out of the clutches of stock and station agents. Before 
the establishment of co-operative societies, stock and station 
agents had been charging excessive prices for the sale of stock 
and other agricultural requirements. These associations have 
not only lightened their members’ burdens but they have also 
raised the price of their produce, and have eHected many other 
advantageous economies. 


THE SOUTH AFRICAN FEDERATION 

Before 1919 the state of affairs in South Africa was similar 
to that in New Zealand. It was found that in order to protect 
the interests of the agriculturists it was necessary to unite 
them in a strong chain. In April 1919 the various existing 
co-operative societies were formed into a federation which was 
named the Federated Farmers’ Co-operative Association of- 
South Africa Ltd. The following are the objects: 


(1) To secure for members the benefit of combination and 
of collective purchasing and selling in the world’s best 
markets, through the agencies of the Federation in the 
various countries of the world. 

(2) To make arrangements for the export of South African 
produce. 

(3) To establish an intelligence bureau in order to keep 
members in touch with the outside world, and to supply 
them with all necessary inforrnation about the markets 
of the world. 
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(4) To associate the Federation with co-operative organiza- 

tions for the furtherance of members’ interests. 
This body, which has made excellent progress, well 
represent the interests of South African farmers and has 
rendered very useful services to its members. 
The cultivators of all these countries have derived great 
advantages by linking the various associations in a strong 
federal chain. But the efforts of some enthusiastic well- 
wishers did not end here. They found that Australia, New 
Zealand and South Africa were trying to sell their goods 
individually in the British market, and so were unable to 
conduct business as satisfactorily as they would if they united 
and made some definite scheme to sell their goods collectively. 
Realizing the advantages they would achieve by following 
a united policy, another Federation called the Overseas 
Farmers’ Co-operative Federation Ltd was formed in 1920. 
This federation was formed to sell the produce of all these 
countries together. In 1920, two Directors were sent to 
London, and they made arrangements to open premises there. 
Now an isolated farmer living in the extreme corner of 
Australia finds himself directly represented in the biggest 
markets of the world. The London organization has proved 
a great success, and very remunerative prices have been 
obtained for its members, far better than had been received 
before. United action has resulted in achieving economies 
also, especially when members’ requirements can be bought 
collectively at wholesale prices. It has also effected economies 
in exchange. The Overseas Farmers’ Co-operative Federa- 
tion Ltd, London originally consolidated the following three 
Federations : 
(1) The Australian Producers’ Wholesale Co-operative 
Federation Ltd. 

(2) The Farmers’ Co-operative Wholesale Federation of 
New Zealand Ltd. 

(3) The Federated Farmers’ Co-operative Association of 
South Africa Ltd. 

These three Federations! of producers are the sole share- 
holders of the Overseas Federation and their liability is 


1South Africa has since left the federation. 
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limited to the extent of shares taken by them. ‘The Overseas 
Federation acts as the representative of these subscrib- 
ing members. It performs two great services. In the first 
place it markets and distributes all kinds of produce sent to 
the United Kingdom and the Continent by its members. Great 
economies are achieved in this way. A small co-operative 
society which is affiliated to any of these federations sends 
its produce to the London organization where the sale is made 
on its behalf by the London Federation. If that society wants 
to make purchases, the buying is done on its behalf by the 
London Federation, and the balance is remitted. The 
economies made by collective buying in the cheapest markets 
of the world is the second service rendered by the Overseas 
Federation to its members. The London Federation acts only 
as a buying or selling agent which charges minimum commis- 
sion for the services performed. Before this co-operative link 
the usual method of selling primary goods was very cumber- 
some. The small cultivator used to sell his produce to the 
local agent. The local agent sold it to the nearby country- 
town trader, who sold it to a bigger trader in the city. From 
the city it was shipped to an importer in London, who distri- 
buted it to retailers through several more intermediaries. 
Now the direct sale of the farmer’s produce and the purchase 
of his requisites from, the central market has resulted in 
economies which could not have been thought of in that chaos 
of private individualism. The tremendous growth of the 
London business is shown by the fact that since its beginning 
in 1921 to the end of 1927 it had sold agricultural produce 
to the value of over £100 million. 

We have devoted considerable space to the Australian and 
South African federations, and before concluding this section 
will give a brief account of the California Fruit Growers’ 
Exchange. 


THE CALIFORNIA FRUIT GROWERS EXCHANGE ! 
The most widely known and generally discussed co-operative 
marketing organization in the United States is the California 
Fruit Growers’ Exchange. The results which this association 


1The information contained in this section has been obtained from 
The Co-operative Marketing of Farm Products, by O. B. Jesness. 
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has obtained for its members in marketing their citrus fruits 
have been the subject of comment among farmers in all parts 
of the country. To this organization must go a large share of 
the credit for the present reputation of California in the matter 
of co-operative marketing. 

The beginning of organized marketing among citrus 
growers took the form of local associations. These were 
brought into being because of dissatisfaction with the system 
of selling then in vogue. The late G. Harold Powell, who was 
the General Manager of the California Food Growers’ 
Exchange, has thus described the situation: ‘The system 
broke down. The fruit was a semi-luxury. The markets were 
a long distance away. Facilities for transportation were not 
very well developed, and for several years the industry did 
not receive the cost of handling the business.’ 

The local associations which were formed by the citrus food 
growers did not prove adequate to meet the situation. This 
led to the establishment of central agencies. Various plans 
were tried, including an arrangement which sought to bring 
about working relations between private and co-operative 
interests. This plan failed to satisfy and broke up in 1904 
about one year after it had started. The California Fruit 
Growers’ Exchange was incorporated in 1905. 

The Exchange system is a federation built up from local 
associations. By 1920 there were about 10,500 growers 
affliated to the Exchange. These growers are mem- 
bers of about 200 local associations, which range in 
membership from about 40 to 200. The local associa- 
tions provide the necessary packing houses where the 
fruit is assembled, graded, packed, and loaded into 
cars. The fruit is picked by the local association or under its 
direction. Groups of local associations have organized district 
exchanges, each local association being a member of the 
district exchange serving its territory. The district exchanges, 
of which there are 20, in turn make up the central exchange. 

The central exchange has established the system on which 
the fruit is sold. Salaried representatives are located in all 
the larger markets in the country. The fruit is sold through 
these representatives and in this way the organization keeps 
in constant touch with conditions in all the leading markets 


78 THE CO-OPERATIVE MOVEMENT IN INDIA 


and has a man on the spot to look after its interests and to sell 
the fruit to the best advantage. The central exchange also 
undertakes activities designed to increase the consumption of 
citrus fruits, such as advertising on a national scale, the 
development of markets by providing advice and service and 
assisting retailers in increasing the sale of California citrus 
fruits. 

The central exchange has little property, as the packing 
houses are owned by the local associations. Its office fixtures 
and the ‘Sunkist’ trademark are about the only things which 
the central body owns. The ‘Sunkist’ brand is marked on 
the better grades of fruit sold by the organization for its 
members. 

The central organization has created a number of depart- 
ments. A field department works with the growers and the 
local organizations to improve production methods and 
standardize the grades and pack of the fruit. A traffic depart- 
ment attends to transportation questions which come up. A 
legal department handles all questions relating to legal 
matters and keeps in touch with legislative questions of 
interest to the organization. An advertising department has 
for its duties maintaining and increasing the consumption of 
citrus fruits. The advertising in magazines and periodicals 
‘has made the ‘Sunkist’. brand well-known to large numbers 
of consumers. 

The California Fruit Growers’ Exchange has obtained its 
results mainly from three lines of endeavour: (1) standardiza- 
tion and careful grading, (2) increasing consumption, (3) effec- _ 
tive distribution. All the activities of the organization fit into 
this plan and are all closely related. Standardization, careful 
handling, packing and grading would not have brought the 
returns they have, had not proper distribution and advertising 
gone hand in hand with the activities relating to the matter 
of quality. The advertising of fruit which was not of uniform 
quality and not properly graded or packed would be largely 
wasted effort. Advertising without an effective system of 
distribution would also fail because demands created by 
advertising must be filled or else the effort is wasted. The 
successful distribution of the fruit has been made possible by 


standardization and by advertising. 
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The fruit is picked by or under the supervision of the local 
associations. It is graded and packed at the packing house 
cf the local association and is then loaded on cars. The 
manager of the district exchange, of which the local associa- 
tion is a member, is then notified. The district exchange acts 
as an agent for the local association in selling the fruit of its 
members and must make such sale through the central 
exchange. The central body is in constant touch with its 
representatives in the important markets, obtaining informa- 
tion in this way which is used in deciding upon the place to 
which the particular shipment is to be directed. As market 
conditions are very changeable, a shipment may be started 
eastwards and its final destination decided after it has started 
on its way. The fruit auction markets are used by the 
exchange in selling the shipments sent to the larger markets 
where such auctions are conducted. In other markets, the 
fruit is sold by private sale through the representative of the 
exchange. 

The grower’s fruit loses its identity after it has been receiv- 
ed and graded by the local association. The fruit shipped by 
each local association is kept in separate pools which run for 
definite periods, usually for thirty days. Under the pooling 
arrangement each shipper receives the same price for his fruit 
as that received by other members of his local association 
having fruit of the same grade in the same pool. This plan 
equalizes market fluctuations as well as making it unneces- 
sary to preserve the identity of each grower’s fruit until 
finally sold. Because of fluctuating market conditions some 
lots will sell for more or less than other lots of exactly the 
same quality at the same time. Without a pooling system, 
the grower who was so unfortunate as to be the owner of 
fruit which struck a poor market would receive a low price 
while another grower would receive a higher price, not because 
of any sagacity displayed by him or the organization but 
simply because his fruit happened to find a better market. The 
fairness of the pooling arrangement is self-evident. 


GRADING AND STANDARDIZING OF FARM PRODUCTS 
Not long ago it was generally believed that farm products 
could not be reduced to grades and standards, as there were 
innumerable varieties which could not be brought within the 
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compass of definite grades and standards. The question was 
begged by saying that as farm products had not been graded 
and standardized in the past, there was no hope for the future. 
Danish farmers were the first to disprove this assumption and 
now there is a system of grading Danish agricultural products 
which is recognized throughout the world. In the United 
States too the grading and standardization of agricultural pro- 
ducts have reached a high degree of stability and reliability in 
such commodities as oranges, apples and other fruits handled 
by co-operative societies. We have already mentioned the 
great success which the ‘Sunkist’ oranges of California have 
achieved. -The following example, also from the U.S.A., may 
be read with interest: 1 

It is not many years since the feasibility of grading and 
branding apples was first recognized either in the trade or out 
of it. An example of its success was furnished by a fruit 
dealer in answer to the question why apples from the West 
were sold for more than equally good apples from a nearby 
Middle West State. He replied that he knew the number of 
apples in the box from the West, the variety, the size, the 
colour and the soundness. Not much more could be wanted. 
He even offered to give the box to the inquirer in case it failed 
to come up to specifications. The other package, a basket, 
contained good fruit, but it lacked the attractiveness, and 
especially the certainty of the contents of its rival box. The 
guarantee of quality that the Western apples have is worth 
money and enables the Western competitor to hold his own 
successfully against growers who have a decided advantage 
over him in the matter of location. 


CONDITIONS IN INDIA 


Compared with these countries how do we find the condi- 
tions in India ? To our dismay we find that not only are there 
no reliable grades and standards but even ungraded and 
unstandardized marketing is further marred by adulteration. 
Here is an example given by the Report on the Marketing of 
Wheat in India.” 


1ibid, p. 178. 
2 Report on the Marketing of Wheat in India, p, 181 (Government 


of India Marketing Series No. I, 1937). 
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Percentage of Foreign Matter in Wheat 


Bihar and Orissa ~ 
North-West Frontier Province 
United Provinces 


Punjab 
Canal colonies 6-51 
East and South-East 8-79 
South and South-West 8-18 
North 7-15 
Bombay 3°90 
Sind 6°14 
9°68 
0:06 


pms 


Western _ .. %-61 
Central ; .. 6°56 
Eastern .. 6°61 
Central Provinces .. 10°34 
Bengal .. 8:27 
Rajputana .. 10-98 
Central India mee -ix 6 | 
Hyderabad (Deccan) .. 14:11 


If we are to make any real progress, we must not only elimi- 
nate these malpractices, but also introduce a system of grading 
and standardization. 


DEFINITION OF GRADING AND STANDARDIZATION 

To avoid misunderstanding about the meaning of grading 
and standardization, we will quote a definition which is both 
simple and clear. ‘The service of sorting products into 
groups of uniform kind, quality and size is known as grading. 
Standardization establishes the permanency of the grades ; that 
is, it means that the given grade shall contain the same quality 
of articles each day, week, month or year. Standardization 
makes possible for people to learn what a given grade is and 
enables them to gain confidence that in selecting a particular 
grade of article the same quality may be obtained in sub- 
sequent purchases.’ ! 


_ ADVANTAGES OF GRADING 2 
1. Farm products vary greatly in quality, and in the shape 
and size of their units. To enable buyers to obtain precisely 
what they want in the exact amount required, it is necessary 
that commodities be graded and standardized. The cost of 


1 ibid. 


2 Based Pred T. Macklin, Efficient Marketing for Agriculture. 
1 
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rendering the service is small compared to the advantages 
thereby derived. 

2. Grading saves time for the consumer by enabling him 
to buy exactly what he wants and no more. It saves his money 
because there is either less waste, or because time and money 
do not have to be expended in disposing of undesired com- 
modities which had to be bought along with desired articles. 

3. Grading reduces the cost of marketing by decreasing to 
the minimum the quantity of products which must be handled, 
transported or sorted. The ideal minimum of products to be 
marketed may be considered as the amount which consumers 
ultimately purchase. When grading is not practised, vast 
amounts of dirt, culls, spoiled and other useless products for 
which consumers will not pay are marketed by farmers and 
succeeding middlemen. These necessarily involve expenses 
for freight, handling and sorting which represent needless loss 
that is saved by the service of grading. 

4. Grading classifies commodities according to uniform 
variety, quality, size, shape and other characteristics which 
are basic considerations in the determination of relative value 
at a given time. The real value of products is the primary 
basis for credit if they are to be used as collateral. Grading, 
therefore, is fundamental to sound and adequate financing. 

5. Products which are accurately graded and standardized 
are adapted to sale by description instead of requiring either 
sampling or inspection as a basis of sale. Consequently, seller 
and buyer find it possible to transact business by communica- 
tion inexpensively over long distances instead of being obliged 
to meet the heavy expenses of travelling to see goods or of - 
paying freight to have the commodities sent to them on 
approval. Grading and standardizing appreciably reduce the 

costs of selling and buying. 

6. Graded and standardized products bring higher returns 
to the farmer and to successive middlemen, because by saving 
the consumer’s time and money, they enable him to bid higher 
prices. Consumers are able to bid these higher prices, and 
still save money for themselves, because graded commodities 
do not include waste for which they pay in buying ungraded 
goods. In addition to better returns to farmers for superior 
products sold, the culls and other inferior commodities are left 
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on the farm for livestock-feeding purposes, for which they 
have some value, instead of being shipped and entirely wasted. 

7. Consumers want more products of high quality but 
cannot obtain them unless they are first produced, and then 
made available. To increase quality production requires that 
a premium be placed upon quality, which implies accurate 
grading and standardizing. To make the products available, 
middlemen must be ready to transmit them from farms to 
consumers, and this they fail to do unless there is a constant 
consumers’ demand. Advertising, by educating the consumer 
regarding the source and adequacy of production, encourages 
stability of demand and thereby leads middlemen to render 
their services regularly and efficiently. 

8. Advertising may be detrimental as well as helpful to the 
public. The test of a method of selling is whether the total cost 
of marketing is thereby reduced. When advertising increases 
the volume of business for one middleman without causing 
either increased consumption or production of a given com- 
modity and without reducing the costs of marketing, it is 
neither good nor bad for society. When total marketing costs 
are increased by advertising positive harm is done to the public. 
Only when total marketing costs are reduced so that consumers 
receive a more adequate supply, because farmers have obtained 
a larger proportion of the consumer’s dollar, is it possible to say 
that advertising is both individually and socially desirable. 


THE NEED FOR BETTER MARKETING IN INDIA 


The publication of the Report of the Royal Commission on 
Agriculture in India inaugurated a new era for Indian agri- 
culture. The Commission appointed to ‘examine and report 
on the present condition of agriculture and rural economy in 
British India and to make recommendations for the improve- 
ment of agriculture and promotion of the welfare and the 
prosperity of the rural population: in particular, to investi- 
gate among other things, the existing method of transport and 
marketing of agricultural produce and stock’ signed their 
report on 14 April 1928. The Commission drew the atten- 
tion of the Government to the significance of agricultural 
marketing as one of the most vital aspects of the ryot’s wel- 
fare, in the following terms ; 
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The Agricultural Departments in India have done much to 
improve the quality and to increase the quantity of the culti- 
vator’s outturn: but it cannot be said that they have been 
able to give him substantial help in securing the best possible 
financial return for his improved quality and his increased 
outturn. Except to a limited extent, where improved quality 
is concerned, they have regarded the problems connected with 
the marketing of his produce as outside their purview. His 
interests have, therefore, in the main, been left to the free 
play of economic forces and they have suffered in the process. 
For he is an infinitely small unit as compared with the distri- 
butors and with the consumers of his produce, who in their 
respective fields have become more highly organized and more 
strongly consolidated. It is in their interest to secure from the 
producer the raw material they handle, or acquire, at the least 
possible price. Marketing is the sole business of the distributor 
whereas, from the point of view of the cultivator, it is apt to 
be regarded as subsidiary to production. 


That abuses exist is, however, beyond dispute. For instance, 
when the primary collector, who acts also as a moneylender, 
succeeds in getting a cultivator in his grip he is apt to use his 
advantage ruthlessly. Some of the marketing practices that are 
prevalent in India amount to nothing less than theft. Bad 
communications and chaotic conditions of marketing encourage 
a superfluity of middlemen. Apart from the organization of 
producers for the sale of produce, the most effective means of 
removing unnecessary middlemen are the provision of good 
roads and the establishment of a sufficient number of well- 
regulated markets, easy of access to the cultivator. The Com- 
mission also recommended, among other things, the study of 
marketing problems, the introduction of grading and standard--- 
ization, the establishment of co-operative sales societies and 
the organization of market intelligence. 

On the basis of these recommendations generally and having 
in view the special problems in the Hyderabad State, the 
Government of H.E.H. the Nizam passed the Hyderabad 
Agricultural Markets Act, the first piece of legislation in the 
whole of India that deals with agricultural marketing in a 
comprehensive manner. Before going into the details of the 
Act, it is necessary to mention in brief the disabilities under 
which the average ryot in the Dominions laboured, and 
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most of which he shared with the ryots in British Indian pro- 
vinces and other Indian States. 


NEED FOR REGULATION OF MARKETS 

However perfect the system of co-operative marketing may 
be, it cannot be a substitute for private marketing. This is 
the experience of those countries that have the most wide- 
spread and developed system of co-operative marketing. 
Under the circumstances, it will be necessary to regulate the 
present markets. The following summary of the account of 
regulated markets in India, given by the Wheat Marketing 
Report, may be studied with interest. 

In certain markets in Northern India standardization of 
market charges and practices has been carried out by the 
local trade associations and merchants’ committees, or pancha- 
yats, of which typical examples are Amritsar and Lyallpur in 
the Punjab and Hapur and Muzaffarnagar in the United Pro- 
vinces. Although there is no representation of producers’ 
interests on such associations and panchayats, the fixation of 
charges and market practices has undoubtedly gone a long 
way towards minimizing malpractices. Some attempt has also 
been made to establish by law regulated markets, where the 
interests of cultivators can be protected and the opportunity 
for malpractices, such as wrong weighments, undue deductions, 
price reductions by going back on the original terms of the 
bargain, as well as the multiplicity of trade allowances, market- 
ing charges, etc., can be lessened. 

Regulated markets, where market charges are clearly 
specified and trade practices duly controlled by market com- 
mittees fully representative of all the interests concerned, are 
found in centres administered under the provisions of the 
Bombay Cotton Markets Act, 1929, 1930 and the Madras Com- 
mercial Markets Act, 1933. Both of these Acts require that 
no less than half of the Committee members be elected by the 
growers. There is also provision for official and local authority 
representation. The Madras Commercial Crops Markets Act, 
1933 is framed on the same lines. Provision is made for the 
growers’ representation and for the licensing of brokers and 
weighmen and for the control of weights, the fixation of price 


1 Report on the Marketing of Wheat in India, p. 112, 
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in public and the keeping of returns of accounts, in such a 
way as to render their submission practicable, daily or 
monthly, as the Market Act may require. The market 
committee consists of 10 elected and 2 nominated mem- 
bers. Twenty-nine regulated cotton markets also exist 
in the Central Provinces and Berar, of which Amraoti 
and Akola, Yeotmal, Akot and Khamgaon are probably 
the most important. These markets operate under the 
rules of the Berar Cotton and Grain Markets Law, 1897, 
which is similar in the main to the Bombay Cotton Markets 
Act. Although the Act bears the title ‘grain’ it was found 
that its rules are only applied to grain in three small markets, 
viz. Dattapur, Pimpalner and Chandur. At Akola the grain 
market is situated in the heart of the town at some distance 
from the cotton market and does not come under the Act. 
The Central Provinces Agricultural Produce Market Act, 1935, 
has therefore been devised to apply the principle of regulation 
to all the grain markets in that province. This measure 
emerged as law in November, 1935, and is also modelled on 
the lines of legislation already in force in Bombay and 
elsewhere. It is intended to supersede the management of 
markets by local bodies such as municipalities, which has not 
proved as efficient as independent management, by market 
committees fully representative of all local interests. 

At the end of 1943, the position of regulated markets in the 
neighbouring provinces’ and some Indian States was as 
follows : 

Madras 
Cotton 


Groundnut 
Tobacco 


Total 
Bombay 
Cotton 
C.P. 


Cotton 
Cotton and grain 
Grain only 


al Bl aae 


Sil mum & 


Total 
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Gwalior ; 
Agricultural produce in general .. 36 
Baroda 
Cotton and groundnut at oe 


THE HYDERABAD AGRICULTURAL MARKETS ACT 

The Hyderabad Agricultural Markets Act was passed in 
1929-30. By the end of 1935, it had been applied to nine 
towns. At the end of 1945, 28 markets were functioning under 
this Act. According to its provisions, market committees are 
established in each market with representatives of both pro- 
ducers and traders. A Government representative, generally 
a Revenue Officer, guides the supervisory activities of these 
market committees, serving usually as the chairman. The 
committees frame their own by-laws, defining local mar- 
ket practices and fixing marketing charges. All market 
functionaries are licenced and each adatya or commission 
agent is enjoined to issue a sale-slip for each transaction 
showing (a) the names of buyer and seller, (b) the name and 
weight of the produce sold, (c) the deductions made due to 
dirt, moisture, tare, or deviation from quality, (d) the charges 
made for commission, weighing, hamalage and charity, and (e) 
the actual amount paid to the seller. A copy of this slip is 
sent to the office of the market committee where it is checked 
by the clerical staff. Each market committee employs a market 
superintendent, who is generally a graduate, and also clerical 
staff according to local requirements. In large markets the 
number of such sale slips received during busy seasons exceeds 
2,000 per day. The annual total varies from 10,000 in small 
markets to two lakhs in the larger markets. The producer 
obtains all this service in return for a market fee which amounts 


to about two annas for every hundred rupees’ worth 
of produce he sells. 


THE GRIP OF THE ADATYA AND THE MONEYLENDER 

The indebtedness of the Indian ryot and the grip the money- 
lender has over him are well-known. The Royal Commission 
on Agriculture had to accept the fact that the Usurious Lo 
Act was a dead letter in all provinces. The Hyderabad ryot 
could tell no better tale. He had to pay a commission to 
secure a loan in the first place and then sell his produce at a 
price lower than the one it would have fetched in the open 
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market. As an example one may cite the laoni system which 
was prevalent in the markets of Bhainsa, Umri and Narsapur, 
where the sahukars purchased the produce in advance and 
paid the price a few months in advance of the harvest, at a 
rate which not even the lowest slump could bring about. 
Often there used to be a wide gap between the laoni price and 
the price the cultivator could secure if he sold his produce 
after the harvest. 


COMMISSIONS AND DEDUCTIONS 

Next he had to face the traders, when he brought his pro- 
duce to market. Before the passing of the Agricultural 
Markets Act, chaos ruled in respect of the commissions and 
deductions made from the price paid to the ryot, and they are 
still fairly numerous. Their only sanction is custom, and the 
rate of commission and the disposal of some items, such as 
charity deductions, used to be entirely at the caprice of the 
adatyas and traders. The following are examples: 


1. A sample would be taken and not paid for 


Mamool, sample for sweeper 
Deductions for deficiency from sample, moisture, impuri- 
ties, dirt, etc. 


2. Weighing and hamal charges 
3. Dharmada or charity 

4. Gorakshan 

o. Market patti 

6. Muthi 

7. 

8. 


Some of these items appear reasonable in that they are in 
payment for services rendered, but in a market where the 
transactions used to be absolutely uncontrolled they gave rise 
to many types of indirect cheating of the unsophisticated 
cultivator. 


DRY MEASURES 
Another grievous defect in the marketing of agricultural 
produce in the State was the vague and often extremely in- 
equitable state of the weights and measures. The use of 
diverse sets of dry measures presented one of the most 
formidable and obstinate problems for the reformer. It was 
often noticed that in one and the same shop both weights and 
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measures were used for the same unit of purchase. A shop- 
keeper would quote his price in a weight unit and would sell 
or purchase by measure, as it suited his convenience. This 
exchangeability of weights and measures for the same unit of 
purchase in the same market was a source of infinite confusion 
and certain loss to the comparatively ignorant cultivator. 
Another source of confusion was that the same name was used 
for measures of different capacity, so that what would have 
stood for four units in one place would be used for a measure 
with a capacity of five identical units in another. From the 
villages to the assembling centres in the towns, there were 
wide variations in capacity for the measure of the same name 
and shape. Even with a measure that conformed strictly to 
the standard, it was possible to manipulate the quantity by 
what is called thumping, so that, within limits, an experienced 
measurer could dupe the cultivator by a considerable 
percentage. 


DIVERSITY IN WEIGHTS 

The position in respect of weights was equally bad.. Not 
only were the standards diverse throughout the Dominions, 
but the actual weights used were also often grossly defective. 
Again the same name, for example the kandy, denoted 
different quantities in different places and for different com- 
modities. The main standards of weights—the kandy, the 
palla, the maund—had no uniformity in their quantity 
indications, either within the Dominions or in relation to the 
standards prevalent in adjacent parts of British India. 

Before the advent of the railway, each taluqa was a separate 
economic unit with its own distinctive and independent 
methods and practices in economic and social life. It is very 
seldom that the ryot in one such unit had the need to familia- 
rize himself with the practices in a neighbouring, not to speak 
of a distant, taluqga. The merchants who functioned in the 
assembling centres found it to their advantage to perpetuate 
and if possible to add to the diversities already in existence; 
the more complex the transactions, the more easy it would be 
to dupe the village cultivator. 

The weights and measures used to be manufactured by 
private agencies and distributed to the merchants, Not 

12 
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infrequently, they bore some stamp of official authority also, 
though the Government seldom undertook to verify or check 
them. Earthen pots, stones and iron bars were in common 
use and rings were added to iron weights to compensate for 
wear and tear. 


LACK OF LEADERSHIP IN VILLAGES 

Above all, neither in cultivation nor in marketing could the 
ryot look up to anybody in his own immediate neighbourhood 
for leadership and guidance. The absence of educated and 
prosperous leaders in the villages hampered progress to a 
considerable extent. 'There was also no agency except the 
moneylender to provide warehousing facilities or information 
in respect of the markets where the best prices could be had. 
In order to remove these defects the Government of Hydera- 
bad passed the Marketing Act which we shall later consider. 


THE OPENING OF MARKETING DEPARTMENTS 

In view of the increasing importance of marketing problems, 
in 1935 the Government of India appointed an expert from 
England as Marketing Adviser and created a Central Market- 
ing Department to study marketing problems. This example 
has been followed by the provinces and important Indian States. 
The Government of Hyderabad appointed a Chief Marketing 
Officer with the necessary staff. This department has compiled 
marketing survey reports on 25 commodities. On the basis 
of such provincial and State reports, the Central Marketing 
Department of the Government of India have already publish- 
ed voluminous survey reports covering the marketing of 
about two dozen different commodities. 

These studies have revealed the unbelievable chaos exist- 
ing in various phases of agricultural marketing. Weights and 
measures and units of price quotations varied from district to 
district and even from village to village. Different market 
charges were based on value, weight or vehicle for the same 
produce and varied for different commodities in different 
markets. There was no grading worthy of the name. 


GRADING AND MARKETING ACT 
The Government of India have given attention to the grad- 
ing of agricultural produce and have enforced the Grading 
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and Marketing Act according to which grade specifications are 
prescribed for each commodity, and persons are given permis- 
sion to use the trade mark ‘Agmark’ on their commodities 
when they agree to abide by the specifications and rules for 
grading. Grading is gradually spreading over India and the 
money value of agricultural produce graded in 1941 amounted 
to no less than 2 crores of rupees. Ghee, cotton, rice, eggs 
and fruit have so far been graded. Hyderabad too has a 
Grading and Marketing Act on the lines of the Government of 
India Act but the outbreak of war and the general rise in 
prices has impeded this work in the Dominions as elsewhere. 

A great deal of silent work, however, is being done by State 
and provincial marketing officers to introduce standardization 
in other spheres. In Hyderabad the chief marketing officer 
is trying to abolish the use of dry measures and to establish 
the palla of 120 seers for all commodities in all markets. 
Comparative statements for marketing charges have been 
worked out and attempts are being made to establish 
uniformity in them. 

The Hyderabad Agricultural Markets Act aims at tackling 
the evils mentioned above and giving to the cultivator the 
facilities for securing the maximum price for his products, 
without interfering with the mechanism or the market 
functionaries already operating. With boldness tempered with 
caution, the Act covers all agricultural produce in the State 
and utilizes the existing non-official agencies by permitting 
them to continue their functions under strict Government 
supervision. It is this element of regulation of the existing 
system that is new and the most vital characteristic of the Act. 
This Act is also a pioneer measure in that nowhere else in 
India has regulation of the marketing of all agricultural pro- 
duce been attempted over such an extensive territory. 

.REGULATED MARKETS 

The main feature of the Hyderabad Agricultural Markets 
Act is the establishment of what are known as Regulated 
Markets. As has already been indicated, the Act kept the 
existing mechanism of trade and only attempted to regulate it. 
Before the Act came into force, the central functionary in the 
market was the broker called the adatya. The adatya, though 
his chief and customary function is to facilitate business 
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between buyer and seller, often did many other things such 
as lending money to the ryots, either in the shape of crop 
loans or against the security of stored goods, or some- 
times by trading himself. He was the purveyor of market 
information and his influence with the cultivator-sellers and 
the merchant-buyers gave him a solid position in the market. 
He was also responsible for the disposal of charity funds and 
similar items. 

The Act regularizes the business of adatyas and other 
functionaries. It provides for licensing every adatya and 
fixing the commission he is to receive for any service he per- 
forms. It also fixes the maximum deductions permissible on 
account of defects in certain ¢gommodities. 

Traders have to be registered and weighmen are licensed. 
Appropriate fees are fixed for the registration of traders and 
the licensing of adatyas. Only those who have registered 
themselves or taken out a licence can conduct commercial 
transactions within the limits of the regulated markets. 

The limits of the Regulated Markets are fixed with reference 
to the location of trading houses, the convenience of adatyas 
and sellers, and the necessity of efficient supervision. Usually 
the extent of a regulated market is a radius of two or three 
miles from the market yard. 

THE MARKET COMMITTEE 

The Act provides for the supervision of transactions within 
the limits of any market by market committees. A market 
committee consists of representatives of growers, traders, the 
local body (the Municipality) and the Government. Under 
the Act, the minimum membership is fixed at 8, while as many 
as 12 members are permitted. The term of a committee is two 
years. The most senior Revenue Officer in whose jurisdiction 
the market is situated is usually the Government representa- 
tive, and the chairman is usually the Taluqdar (the equivalent 
of the District Collector in British India). No less than half 
the members should be representatives of the growers. Each 
Market Committee is empowered to frame its own rules and 
by-laws. 

The executive work of the Committee is attended to by a 
market superintendent and his staff appointed by the chief 
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marketing officer. In the bigger markets, the market superin- 
tendent has to check the weights and measures used in the 
market, supervise the bidding wherever goods are sold by 
samples, and conduct the auction himself where they are sold 
in bulk. He has also an important role in settling disputes 
arising between traders and ryots in respect of quality or 
reductions. When the disputants refuse to abide by the -deci- 
sions of the superintendent, they can take them to a Dispute 
Sub-committee, which is a smaller body than the Market 
Committee, consisting of three or four of its members. 
When even the decision of the Disputes Sub-committee 
is ignored, the dispute becomes a matter for the Law Courts 
to decide, but since the inauguration of the Act such disputes 
have very rarely been taken to a Court of Law. 


THE WORK OF THE MARKET SUPERINTENDENT 


The main function of the market superintendent and his 
staff is to check the thakpattis and record them. The thak- 
patti is a sale slip issued by the adatya or commission agent 
to the seller for each transaction, showing the names of buyer 
and seller, the name and weight of the produce sold, the 
deductions made on account of dirt; moisture, tare, etc., the 
commission charged for brokerage, hamalage, charity, etc., 
and the actual amount paid to the seller. Three copies of this 
slip are made, one retained by the adatya, the second given 
_to the seller and the third sent to the Market Committee 
office. The sale slip, besides guaranteeing the honesty of the 
adatyas and their adherence to the rules, provides a record 
from which the Market Committee are able to compile 
statistical information with regard to the trade in their area. 

As already mentioned, in large markets the number of such 
sale slips received exceeds 2,000 per day in busy seasons and 
the annual total varies from 10,000 in the smaller markets to 
two lakhs in the larger ones. 

In return for these various services from the Committee, 
the ryot has to pay a market fee which comes to about three 
annas for every 100 rupees’ worth of produce he sells. This 
fee, along with the Licensing and Registration fees, provides 
the income of the Market Committees. 
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CONDITIONS FOR STARTING A REGULATED MARKET 

The first Regulated Market was started at Nanded in the 
same year as the Act came into force (1929). The next year 
a Marketing Department was created under the charge of a 
marketing officer to execute the programme outlined in the 
Act. 

In the next year, four more markets were started at Latur, 
Umri, Jalna and Sailu. In 1932-3 Warangal, MHingoli, 
Aurangabad and Raichur were added. And two years later, 
a regulated market was established at Adilabad. Badepally 
and Partur came in, in the succeeding year: Khammam in 
1936 and Bhainsa and Nizamabad in 1937. In 1939 six more 
regulated markets were established at Bhongir, Bidar, 
Dharmabad, Gulbarga, Purli and Peddapalli, and the latest 
one at Suryapet was created in 1940. At present, 28 regulated 
markets are working. Before any new regulated market is 
started in any particular centre, whether on the initiative of 
the Government or on request from the local agricultural and 
commercial interests, the Revenue authorities are requested 
by the Marketing Department to provide information about 
the business conditions in the area, the industries working, 
the number of traders, and the probable income to the Market 
Committee as estimated from cart tax already collected by the 
Revenue authorities from the sellers of agricultural produce. 
This preliminary investigation avoids the possibility of start- 
ing regulated markets in centres where they could not be 
maintained from the income of the market committees. Most 
of the larger markets are centres where a flourishing trade 
already existed. 


THE CONDUCT OF BUSINESS IN REGULATED MARKETS 

The feature of the regulated markets in Hyderabad is that 
prices are settled for all produce (except produce that is 
inconsiderable in bulk or in value, such as vegetables) in the 
market yard itself, under the direct supervision of the superin- 
tendent. The commodities are auctioned either by sample or 
in bulk, the practice differing with different markets. If they 
are auctioned by samples, either the sample is brought to the 
market yard or it must be of a well-understood commercial 
grade. When commodities are sold in bulk, the whole pro- 
duce has to be brought to the market yard. The practice in 
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Nanded and a few other places is that when a commodity is 
sold by sample, the highest bidder of the day is bound to 
purchase all the produce of the specific quality brought to the 
market that day, if others do not come forward to purchase it. 
The bidding takes place in the office of the Market Committee 
itself, in the presence of the superintendent, and when the 
bidding is over, the merchants and the adatyas disperse. The 
carts carrying the produce are directed to the warehouse of 
the highest bidder of the day or the adatya from whom the 
former purchased it, and weighed there by weighmen licensed 
by the Market Committee. The office of the Market Committee 
is generally situated in the market yard. In Nizamabad itis 
situated very close by. In Warangal it is about a mile from 
the market yard though in the regular bazaar itself; but even 
here the bidding takes place in a building situated in the 
market yard, where the superintendent and his assistants 
assemble in the morning to conduct business. After the pro- 
duce is weighed the adatya prepares a thakpatti in triplicate, 
giving one copy to the seller, another to the Market Committee 
office and retaining the third for his own reference. The 
price is immediately paid to the seller. 

The market fee is collected at a fixed rate per cart, camel 
load, or lorry, and the right of collecting the fee is annually 
auctioned to the highest bidder. 

In all the big markets, before transactions begin each day, 
-the market rates prevailing in the chief adjoining British 
Indian markets are written on a blackboard either in English 
or in the local language, and the blackboard is placed in a 
conspicuous place in the Market Committee’s office. The rates 
are obtained by wire or from the radio. At Raichur, the 
Market Committee has installed a radio in the office itself, 
At Nanded the Committee has arranged with a business firm 
in Bombay to send them the market rates of Bombay on pay- 
ment of an annual fee. 


THE AREA SERVED BY A MARKET 
The Hyderabad Agricultural Markets Act provides that 
within the notified area in the jurisdiction of any Market 
Committee, no person shall set up or continue any market for 
the purchase or sale of agricultural produce, except with the 
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permission of the Government. Such permission has not been. 
given to anybody during the fourteen years the Act has been 
in force. The notified area ranges from a radius of two miles 
around the market yard, as in Nanded and Latur, to 10 or 12 
miles as in Aurangabad. The notified area refers only to the 
limits within which commercial transactions in agricultural 
produce should not take place except under the rules and 
regulations prescribed by the Act. The produce for sale is 
brought from a much longer distance. 


VARIATIONS IN PRACTICE IN REGULATED MARKETS 


Though all the regulated markets in the State are similar, 
some variations in their actual working are dictated by local 
convenience and tradition. A few examples may be interest- 
ing. 

Raichur, which is one of the foremost markets in the State, 
has an office equipped with a radio set and a delicate weighing 
machine to test the weights used in the market. The bidding 
takes place at about 11 o’clock in the morning, every day, and 
the highest bid is noted down on a blackboard kept in a corner. 
These prices are noted down then and there by the adatyas 
or their apprentices, who are often small boys from 12 to 15. 
Raichur being a stock market, as distinguished from the ready 
sale markets in other centres like Nanded, the sellers come 
throughout the day and leave their produce with their 
adatyas. When the prices in the market are favourable, the 
adatyas send word to the owner of the produce, who has to 
sanction the sale. Usually the sale takes place in the presence 
of the owner, but when the adatya enjoys the confidence of 
the seller, the latter does not insist on his presence. 

In Warangal market, besides thakpattis issued by the 
adatyas, the staff keeps registers in which details of each 
transaction are recorded. Another healthy practice in 
Warangal is the regular change in the distribution of weigh- 
men and measurers among the different adatyas. By redistri- 
buting the weighmen and measurers daily among the adatyas, 
the market staff hope to prevent such close intimacy between 
a weighman and an adatya as would tempt the weighman to 
connive at the adatya’s malpractices, 
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UNIFICATION OF WEIGHTS AND’ MEASURES 

The Act empowers the Market Committees to check the 
weights and measures within their respective jurisdictions. 
In most of the markets, the weights in use carry the seal of 
the Market Committee concerned, usually impressed in a 
piece of lead inserted into all denominations of weights in such 
a way that the seal will not easily be rubbed off. 

The most difficult problem to tackle was the never-ending 
variation in respect of the unit of quotation, which varied not 
only for different commodities, but for the same commodity 
in different centres, because the same designation signified 
different denominations. At Nanded the kapas khandy is 800 
seers, the cottonseed khandy is 328 seers, the gur khandy 
240 seers. There are also in use what are known as the napi 
seers, one such seer being equivalent roughly to one and a 
quarter ordinary seers. In Raichur, kapas used to be quoted 
in pallas. Groundnut in Warangal was being quoted in bags, 
while at Badepalli it was quoted in a maund of 13 seers. Now 
a standard palla of 120 seers has been introduced. 

The establishment of regulated markets gave the opportu- 
nity to check various malpractices, but the Market Committees 
did not hastily do away with customs sanctified by age. 
Reforms were effected gradually. For example, where rings 
used to be attached to weights to make up for loss in weight 
through wear and tear, the Committees did not straightaway 
insist on the abandonment of rings but made arrangements so 
that the chances of misuse were minimized. The Latur Com- 
mittee, for example, has adopted a rule that weights should 
not have more than one ring. Whenever the ring is necessary, 
it is added to the weight according to the deficiency which is 
required to be made up and both weights and rings are stamp- 
ed and numbered. 

However, it has to be admitted that half-hearted measures 
did not eradicate the evils that had become chronic and 
general. The war also precipitated more radical reform: the ' 
interchange of commodities between the State and neighbour- 
ing provinces under emergency conditions made the effects of 
diverse units of quotation glaring and the differing denomina- 
tions of weights obvious. The marketing department was 
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therefore compelled to take a drastic step, the recognition of a 
palla of 120 seers as the only unit of price quotation for all 
commodities throughout the State. This important reform has 
been achieved not by any legislation, but only by persuasive 
measures. 

On 7 July 1942 this reform was effected. Since then in 
all markets in the State, including those in unregulated areas, 
the unit of quotation is a palla of 120 seers. At first, some 
exemptions were permitted, as for instance in the case of 
ghee, a commodity for which the palla is too big a unit of 
quotation. But it is understood that the intention of the 
Marketing Department is to cancel even these exemptions in 
due course. 


A COMPARISON OF REGULATED MARKETS IN HYDERABAD 
AND BRITISH INDIA 

Prior to 1939, the regulated markets in Hyderabad were the 
only ones in the whole of India that dealt with all agri- 
cultural produce. In Madras the term ‘commercial crops’ 
covers only tobacco, cotton and groundnut. In Berar and the 
Central Provinces, it covers only cotton. The latest Bombay 
Act, passed in 1939, covers all commodities. 

A second distinguishing feature of the regulated markets 
in the Dominions is that the price is settled by open auction 
in the market yard itself. 


METHODS OF SALE 

The practices in British India differ widely from one market 
to another. In the Madras markets, generally, prices still con- 
tinue to be settled by private bargaining, either in factories or 
shops to which goods are brought for sale, or at the farms of 
the ryots. This puts the ryot more or less at the mercy of the 
buyers who are invariably better organized as a group and 
financially more powerful. When the produce is brought to 
the merchants’ or factory-owners’ own premises, it is still 
more difficult for the cultivator or his agent to dictate terms. 
The Market Committee at Tiruppur have not been successful 
in their endeavour to attract the produce to the market yard; 
this is partially accounted for by the absence of sufficient 
godown accommodation. 

In Amraoti, one of the biggest cotton markets in India, 
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owned and controlled by the Municipality, the sales are in the 
market yard, but the method is different. The carts are brought 
to the market yard and taken to the adatyas’ shops before 
daybreak. The merchants assemble and inform the Committee 
of the rates for the day. After this, the buyers go to every 
cart, examine the stuff, and quote prices in secret to the 
adatya who, if he finds the price reasonable, recommends the 
bargain to the cartman or owner of the produce. If the price 
is agreed upon, then the adatya proclaims it openly and a 
receipt is drawn. Except when a difference in quality is dis- 
covered subsequently, the rate once agreed upon in the market 
yard cannot be altered, and in case of disagreement the seller 
is at liberty to resell his produce. Disputes are settled by the 
Committee. More or less the same practice obtains in Akola, 
another important market in the Central Provinces. 

The advantages claimed for this system are that, as the 
produce has been examined and the price fixed, there will be 
few occasions for dispute. In an auction all stuff, irrespective 
of quality, goes to the same bidder, but under the Amraoti 
system the man who brings a slightly better quality to market 
gets a proportionately higher price than others. Even small 
variations in quality are advantageous to the seller. 

In Khamgaon, another Central Provinces market for cot- 
ton, the rates are opened by a panel of three representatives 
from the buyers, three from commission agents and one from 
-the Market Committee. They closet themselves in a room, 
consider the limits of the day’s purchase and then declare the 
rates. It may seem that under this method the grower’s 
interest may be ignored and he may be forced to accept a price 
below the reasonable one, but this danger is offset because 
the adatyas and the Committee representative are interested 
in securing good prices for the ryots and there is normal 
competition among the buyers. 

In Dhulia also, the biggest regulated market for cotton in 
the Bombay province, prices are quoted after the merchants 
have inspected the cotton. 


NOTIFIED AREA . 

Whereas in Hyderabad the notified area for the jurisdiction 
of any Market Committee is a specified radius around the 
market yard, in Madras whole districts have been declared 
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notified areas. The whole of South Arcot district is the area 
for groundnut and the district of Guntur and Bezwada taluqa 
of the Kistna district form the notified area for tobacco, under 
the jurisdiction of the Guntur Tobacco Market Committee. 
Bezwada separated later on. It has a Market Committee of its 
own, under the provisions of the latest rules framed under the 
Madras Commercial Crops Act. In Tiruppur, the notified area 
was at first the municipal limits, but in 1942 the area was 
extended to a radius of five miles from a point within the 
municipal limits to be fixed by the Collector of the Coimbatore 
district. 

In Bombay the notified area is the municipal limits con- 
cerned. 

Under the Central Provinces Act, the area is a radius of 
1200 yards. | 


THE CONSTITUTION OF THE MARKET COMMITTEE 

The Hyderabad Act fixes a minimum of eight members for 
every Market Committee and there is also a provision for a 
minimum percentage of representation for the growers. Under 
the C.P. and Bombay Acts, the minimum and the maximum 
limit for the number of members is fixed, ten and sixteen in 
C.P., and twelve and sixteen in Bombay. The Madras Act 
lays down a fixed membership of twelve under the Act of 
1933 which has subsequently been reduced to nine. While the 
term of a committee is two years in Hyderabad, it is three in 
the Central Provinces. 


LEVY AND COLLECTION OF MARKET FEES 

In the regulated market of Hyderabad, it is usual to farm 
out the right of collecting market fees. The barbardari 
(municipal toll) is collected along with the market cess by 
the contractor. The Madras Act insists that the right to collect 
the market cess shall not be auctioned : the Market Committee 
or the licenced traders or adatyas should collect it. In Guntur, 
even collection by the adatyas and traders has been stopped. 
The cess is levied at different rates for lorries, carts or pack 
animals in all the markets. 


PREMIUMS, DEDUCTIONS AND ALLOWANCES . 
At Amraoti, in the Central Provinces, no deductions are 
made from the seller, but the local commission agents have 
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formed themselves into an association which pays into a com- 
mon charity fund an anna in every rupee of commission drawn. 
In Madras, the charity deductions have been stopped since 
regulated markets were instituted. 

Deductions in respect of quality will continue to be a matter 
for mutual settlement, and arbitration will occasionally be 
necessary as long as commodities are not properly graded and 
classified. But other types of deductions have been more or 
less regularized in Hyderabad as well as in the Central Pro- 
vinces. The Market Committees have either fixed rates of 
deduction, or a maximum has been laid down beyond which 
no deductions are permitted. 


LICENSING OF MARKET FUNCTIONARIES 

The licensing of market functionaries such as adatyas, 
weighmen and the registration of traders is done by the 
Market Committee in Hyderabad. The rates are also fixed 
by the Committees, but no uniformity is insisted upon. For 
example, in Warangal, the adatyas and merchants pay 
Rs. 15 and the weighman Rs. 2-6, while in Raichur, the corres- 
ponding rates are Rs. 20 for adatyas and merchants and Rs. 5 
for weighmen. The rates in the Central Provinces markets 
are much higher than in the Hyderabad markets. In Amraoti 
the licence fee for adatyas is Rs. 60, that for merchants is 
Rs. 100, and that for weighmen Rs. 5. In Wardha, the licence 
fee for adatyas is Rs. 50, for merchants Rs. 60; in Dhulia, the 
‘corresponding rates are Rs. 30 and Rs. 10. In Madras the 
rates are fixed on the basis of commodities. For tobacco it is 
Rs. 100, for cotton Rs. 50 and for groundnut Rs. 25. At first 
these licences were granted only by the Government, but by 
an amendment the district Collector has been empowered to 
grant licences. The fees for the registration of buyers and 
sellers (who are not authorized to collect the market cess) 
is fixed by the Market Committees themselves. The Guntur 
Committee has adopted an unusual policy in this respect. In 
the by-laws, the registration fees for buyers and sellers are 
fixed with reference to the volume of business transacted by 
them, which itself is assessed by the number of agents they 
employ. A buyer or seller who employs not more than seven 
agents or employees has to pay Rs. 5 for a six-months’ licence 
and Rs. 8 for a year’s licence. One employing more than 
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seven agents or employees has,to pay Rs. 10 or Rs. 15 respec- 
tively, for six months or a year. 

In the Tiruppur market, a differentiation is made between 
buyer, seller and short-term seller for purposes of registration. 
The short-term seller does not function during the whole year 
and hence pays less for his licence. The chief point of 
difference in this respect between the Madras Act and the Acts 
in other provinces and Hyderabad is that, while in all other 
places the market cess is either collected by the Market Com- 
mittee direct or farmed out to contractors, the Madras Act 
provides for its collection by the Committee in the market 
yard and by the adatyas and traders in specially licensed 
premises for the commodities purchased and sold outside the 
market yard. 

MARKET INFORMATION 

In supplying market information, the chief consideration is 
the importance of the market in relation to the commodities it 
deals in and in relation to the markets and industrial areas 
which it supplies. Traders and cultivators must also be 
sufficiently well educated to be able to profit by information. 
Market Committees have also to consider how far private 
arrangements among the business men of the area already 
secure the necessary news of conditions in the related markets 
or the next destination of the goods. In the Hyderabad 
Dominions, the markets situated at the frontiers, such as Jalna, 
Latur, Raichur and Warangal, are specially important con- 
sidered in their relationships and proximity to the British 
Indian markets and industrial centres, and in all these markets 
we find market quotations for all the more important commodi- 
ties, including cotton, wheat, groundnut, jowar and tobacco, 
being supplied by radio, by telegram, or by arrangement with 
private firms. 

In the supply of market information, the Tiruppur Market 
Committee has shown great zeal. The Committee gets daily 
the opening rates in Bombay by express telegrams. Four 
telegrams, three express and one ordinary, are received daily 
from Bombay and their contents are summarized in a cyclo- 
styled daily, market report, which goes to about 100 sub- 
scribers. At first the telegrams from Bombay were paid for 
at full rates, but since 1940 the Committee has been registered 
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as a News Agency and so press concessions are allowed. The 
daily market report is published in two issues daily and pro- 
vides up-to-the-minute information. 

Before concluding this section, certain arrangements peculiar 
to particular markets may also be mentioned. In the Raipur 
market in the Central Provinces, coolies also are registered ; 
male coolies have to pay Rs. 12 annually, while the female 
coolies pay Rs. 9. Buyers are registered free of charge, but 
have ,to make an application duly verified by the Municipal 
Commissioner of their ward (Raipur is a market working 
under the Municipal Act IX of the C.P.). At Nagpur, there 
are two regulated markets owned by the municipality, which 
charges one anna per cartload for providing weights and 
balances besides levying a terminal tax on all carts. No out- 
side weights and balances may be used in these markets. 

In many Market Committees outside Hyderabad, there are 
sub-committees for audit, administration, public works, etc. 
When the problems of administration and control are not 
heavy or complicated enough to call for such division and 
delegation of functions, this is apt to lead to a general 
indifference on the part of the members, and it may deaden 
the sense of collective responsibility. 

One of the biggest problems the authorities have to tackle 
is the development of a true spirit of co-operation among agri- 
culturists. This is a problem which can only be solved if the 
three departments of Agriculture, Co-operation and Marketing 
work in unison, the first in disseminating and propagating ideas 
about improved methods of cultivation, the second in showing 
the methods by which the necessary finance can be provided 
through collective activities, and the last by helping to secure 
the best price for the produce and by introducing cheaper 
methods of assembling and marketing. In the latter stages 
of the ryot’s activities, the provinces of the Co-operative and 
the Marketing Departments overlap, a circumstance that has 
already found official recognition in Hyderabad. Hence the 
co-operative sales societies have been placed under the con- 
trol of the Marketing Department. The marketing superin- 
tendents are also being given some training in co-operation. 
Nevertheless, it cannot be said that the working ‘and growth 
of co-operative sales societies in the Dominions, either those 
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functioning in regulated markets or those in unregulated areas, 
have come up to expectations. Though they are working well 
in some centres, such as Badepalli and Jalna, in many other 
places their record before the war was not satisfactory. 

In unregulated areas, co-operative sales societies are a subs- 
titute and an alternative for a worn-out system, which was 
oppressive to the ryot in more ways than one, but in regulated 
markets, they are in an entirely different position. They have 
to compete with a private system the defects of which have 
to a large extent been removed by authority. The illicit gains 
of the adatyas, the false weights and the undue postponement 
of payments ‘to the cultivator—all these have disappeared. 
Sales societies, as now functioning, hold out to the cultivator- 
seller no advantage except the avoidance of the adatya’s com- 
mission, but some charges have to be made to cover the 
society’s establishment charges. 

The executive staff of a sales society are paid employees 
with no financial interest in the society and their individual 
initiative is limited. The adatya on the other hand may almost 
be said to sell along with his other services. It is difficult to 
find a counterpart for this keen service in sales societies, and 
they should try to offer their customers and their shareholders 
every possible extra attention consistent with sound business 
principles. Some suggestions are offered below. 


SALES SOCIETIES—EXPANSION OF FUNCTIONS 

Bonuses should be given to those cultivators who bring the 
best quality to the society. It is the job of sales societies to 
impress on their members the desirability of improving their 
methods of cultivation and bringing their products to market 
in perfect condition and unadulterated. A sales society which 
has high-quality produce for sale will not lack customers. In 
the Nizamabad market turmeric is often brought to the mar- 
ket wet in spite of the superintendent’s best efforts to check 
this custom; but the solution would perhaps be to pay a 
better price for high-quality dried turmeric. In some market- 
ing societies of the West, it is customary to impose fines on 
those members who are irregular in making supplies, and 
whose products fall below a certain specified quality. In this 
country fines might scare away some cultivators, but it is 
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certainly necessary by some means to bring home the great 
importance of quality and purity. 

Sales societies can perform services more cheaply than 
adatyas. In Nizamabad, the adatyas charge one anna per bag 
for taking the rice from the processing mill to the market. 
This is exorbitant, but is only one example. A sales society 
which is alert can discover many similar items where it can 
underbid the adatya. Baskets can be provided for fruits at a 
cheap rate, for example. 

At present sales societies are unable to compete with the 
adatyas in providing finance for cultivation. The adatyas 
know personally every ryot who comes to them and can assess 
his credit-worthiness much more easily than the sales society 
can, and they can sanction loans promptly, without the delay 
inseparable from the routine and official control of sales socie- 
ties. To facilitate the grant of credits to cultivators, however, 
societies might make themselves collectively responsible for 
50 per cent of the crop loan that a bank is called upon to lend 
to a member of the society. Sales societies can also start a 
thrift department, making loans at appreciably lower rates of 
interest than are available elsewhere. The Government could 
also, either directly or through financial assistance to the sales 
societies, give much help to the ryots by providing warehouses. 

Sales societies can also help in reducing the present heavy 
indirect charges which the ryot has to pay to private interests. 
In Nizamabad private rice mills make heavy indirect deduc- 
tions. The miller gives a small commission to the adatya for 
sending carts to him and charges this forward to the cultiva- 
tor. The miller does not give any receipt to the owner of 
paddy when he takes it in, and merely notes the names of the 
owner and the adatya in a register. The paddy is milled 
according to the convenience of the mill management, and if 
it is not dry enough, the rice may be either broken or crushed. 
A good portion of rice goes along with the husk, and the brown 
husk is not accounted for at all. The husk goes to the adatya 
or to the miller. The allowance of two seers per maund made 
for temperature, wastage, or rice that sticks to the bag, is also 
unduly high. 

All these practices affect the producer adversely, and could 
be avoided if the sales society had its own mill. Sales socie- 
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ties might also conduct small shops from which cultivators 
could purchase the many odd things which they require 
between their visits to the market. 

It would also be salutary if sales societies demanded from 
their members a compulsory supply of their products for a fixed 
period. A minimum membership and capital are also desirable 
in view of the establishment charges that have to be incurred 
from the very beginning. The thakpattis issued by sales 
societies can be printed with suitable slogans to reinforce these 
ideas. 

The time of starting new societies is also important. When 
prices are high and the ryots feel that all is going well with 
them, they have no incentive to seek a change of method or 
to look for more promising institutions. Dull years are in one 
way the best for the promotion of co-operative enterprises. 
The gradual rise in prices that follows the depression will 
redound to the credit of the society. It will give the societies 
an initial record of success in the nature of an unearned incre- 
ment. As a psychological factor it cannot be neglected. 

Sales societies should try to help the farmer at all stages. 
It is not difficult to conceive of a condition wherein societies, 
either by expanding into the villages or working in conjunc- 
tion with sister co-operative organizations in rural areas, would 
come to direct and control the whole economic life of the ryot 
from the time of sowing to the final sale of his produce. It 
would also become possible for the sales societies to remove 
the inequality in returns to individual ryots due to daily and 
seasonal market fluctuations. To constitute weekly or fort- 
nightly pools of produce from the different sellers and divide 
the yield from the total sales among them at a uniform rate is 
well within the scope of the activities of a progressive co- 
operative sales society. 


THE METHODS OF SALE IN REGULATED MARKETS 
In all the Hyderabad regulated markets, sales are made by 
open auction. One objection raised against this system is that 
the purchaser may bid high but whittle down payment by 
demanding all kinds of allowances and deductions. In an open 
auction, .the buyer sometimes secures the produce at a lower 
price than he would have been prepared to pay in private 
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bargaining or in cover bidding: especially when agents are 
bidding, the maximum consented to by their principals is more 
likely to be offered. The first objection has already been 
partially met by the fixing of maximum deductions on account 
of defects in quality, etc., by the Market Committee and the 
settlement of disputes by a third party (the superintendent 
or the Committee). And as for the second, the seller is always 
at liberty to withhold sale and those who were willing to offer a 
better price can do so, even after the bidding is over, with the 
permission of the authorities. The system has all the advan- 
tages of open competition, while in cover bidding, the seller is 
not aware of the prices others are willing to pay him and he 
cannot follow the offers of the buyers until his adatya divulges 
the information. Under the cover method, the seller has the 
option to refuse sales, if he considers he has made a bad 
bargain, but few buyers will refuse for fear of offending their 
adatya. 

The practice obtaining at Nanded, of making the highest 
bidder of the day purchase the whole quantity offered, is only 
possible where the buyers are powerful enough to effect such 
large purchases. A small buyer will be scared away if the 
commission agents continue to thrust a large quantity upon 
him on the day he bids. The system is only practicable in 
certain places. 

Bidding for commodities in bulk has the advantage that it 
removes the possibility of future disputes. But it may become 
unmanageable, especially in the busy seasons in the bigger 
markets, and the complaint that those whose products are sold 
late in the day get a smaller price also has some force. As a 
compensating measure, the sale can be begun from different 
centres of the market yard on different days, as is being done 
in Nizamabad. 


¢ 


DISPUTES AMONG DEALERS 
That the sellers have benefited substantially by having 
machinery for arbitration that can be depended upon for its 
integrity has been amply demonstrated by the willingness with 
which they abide by the decisions of the market superin- 
tendents or sub-committees. Merchants show an equal 
willingness to submit to the decisions, The Tiruppur Market 
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Committee, in one of their Annual Reports, mention the 
absence of any dispute which the Committee were called upon 
to settle throughout the year, and they attribute this to the 
high morale of the business community. If a tradition of fair- 
mindedness and equity between the buyers and sellers could 
be built up needing no external pressure or compulsion for its 
sustenance, the conditions would be ideal, and the mere 
absence of disputes may possibly indicate ignorance or undue 
timidity on the part of some section of the business population. 
As a check on the tendency to seek arbitration on trivial 
matters, a small fee even for the settlement of disputes between 
the sellers and buyers might be enforced. 


THE CONSTITUTION OF MARKET COMMITTEES 

Except in the Hyderabad State (where the Chairman is an 
ex-officio member), the Chairman of Market Committees are 
elected from among the members of the Committee by the 
Committee itself. In some places, both in the State and out 
side it, the growers are also represented on the Committees 
by persons who are depending on some profession other than 
agriculture for their living. In these two respects, the 
possibility of changing the rules is worth consideration. 


MARKET CESS ON AD VALOREM BASIS 

Another little item that attracts attention is that the market 
cess is now being levied on the basis of the conveyance in 
which the produce is brought to the market. The same 
conveyance, whether cart or pack animal, might carry com- 
modities of widely differing money values. A cartload of 
groundnut fetches a much smaller amount than a cartload 
of lint. Both carts pay the same amount as market toll. To 
levy taxes on an ad valorem basis does not seem to be 
impracticable. 


LAYOUT OF A TYPICAL MARKET 

The layout of a typical regulated market shows that much 
can be done under an organized system. At Amraoti in Berar, 
for instance, a ¢otton market has been established by the 
Cotton Market Committee. It is 600 ft. * 600 ft. in area and 
is enclosed by pukka walls on all sides, with six gates so that 
the cotton carts may come in by two gates and go out by the 
other four sq@.as to avoid congestion, There are two main 
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metalled roads and five branches within the marketing yard. 
There are two long sheds with corrugated sheet roofing and 
brick flooring to provide shelter for the cultivators, and another 
shed for the brokers. A water cistern for drinking-water and . 
two cattle troughs are provided within the yard. Other 
buildings accommodate the office of the Committee and pro- 
vide residential quarters for the staff. The outstanding feature 
of the Amraoti market is that it provides ample space for carts 
to be parked and for people to assemble for the transaction of 
business under clean and sanitary conditions. It is desirable 
that all regulated markets should provide similar facilities. 


BUSINESS DONE IN THE REGULATED MARKETS 

The 22 regulated markets together deal with agricultural 
produce worth approximately Rs. 15 crores—about a fourth 
of all the agricultural produce sold in the Dominions, and the 
Government aims to extend the Act, with modifications, to the 
smaller markets and assembling centres as well, so that the 
remaining three-fourths of the sales may be similarly 
regulated. 


ADVANTAGE TO THE FARMERS IN SELLING THEIR PRODUCE 
IN THE REGULATED MARKETS 
Some survey work has been carried out under my super- 
vision in the Osmania University regarding the advantages of 
selling agricultural products in regulated markets, and the 
following summary may be of interest. 


Net gain per rupee by selling in the regulated markets of Raichur 





Commodity Gain per Rupee 
Cotton . As, 2-1 
Wheat me » 3-4 
J awar ee ” 2-9 





The following table indicates the expenses per maund of 
selling three commodities in unregulated markets, showing the 


110 THE CO-OPERATIVE MOVEMENT IN INDIA 


profit derived per maund by selling in the regulated market 
in the year 1938. 





Price Price 
obtained: obtained Net 
Commodity in the in the . 
unregulated regulated gain 
market market 
Groundnuts . 1 12 6 2 6 8 0 9 9 
Castor seeds . 2 14 6 3 8 5 0 9 11 
Paddy . 2 46 214 2 0 9 8 


These tables hardly require comment. It is essential in the 
interest of the country that all markets should be regulated. 


THE EFFECTS OF WAR ON THE MARKETING OF 
AGRICULTURAL PRODUCE 

The problem of marketing agricultural products before 1939 
was an acute one, as the study of the preceding pages has 
shown us. It became still worse in the two years following 
the out break of war, owing to the loss of European markets 
and shipping difficulties which seriously affected the sale of 
our produce even to the Allies. The situation was particularly 
serious as regards oilseeds, hides and skins and cotton. 

In 1940, the Government of India sent a Trade Mission to 
explore the possibilities of finding a market for our products 
in the United States of America. The findings of this Mission 
were not too hopeful. India had a large surplus of oilseeds 
and schemes were devised to convert these into manures. But 
fate was smiling. At this time Japan very treacherously 
attacked the U.S.A. and immediately Great Britain declared 
itself at war with Japan. Soon India was threatened with an 
actual invasion. 

The fall of Siam and Burma stopped imports of rice from 
these two most important sources of our supply. The serious 
shortage of kerosene oil created a tremendous demand for seed 
oil for lighting purposes, and the great increase in the price 
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of ghee further aggravated the demand for seed oil as a 
substitute. Vegetable oils also began to be used either as 
substitutes or part substitutes for lubricating oils. All these 
factors created a great demand for oilseeds and it was soon 
discovered that not only were our surpluses vanishing, but we 
had difficulty in meeting otr own demand. Similarly the 
increased production of cotton cloth in Indian mills increased 
the demand for our cotton. For a number of reasons, the food 
situation was also deteriorating. At the same time, the cur- 
rency began to increase by leaps and bounds. The result was 
a serious inflation of prices. Price inflation encouraged 
speculation, in which agricultural products came in for their 
full share. A further increase in currency after March 1943, 
coupled with the Allied reverses in the Eastern theatre of war, 
created a strong tendency towards hoarding on the part of 
traders and speculators. Some time later, the large and small 
agriculturists saw the advantages to be gained and began to 
hoard on their own account. 

Marketing as a selling problem practically ceased to exist. 
In its place there was a very acute buying problem. The 
agriculturist no longer bothered to sell his produce—others 
were running after him. Provincial Governments had to 
enact laws for the compulsory levy of crops, and people came 
to the doors of the agriculturists literally begging for food 
grains. 

But we must not forget that this is only a brief, temporary 
phase. The problem is likely to reappear soon in a very acute 
form. Wisdom demands that we should be fully prepared to 
tackle this problem. During the war, the Government in 
Hyderabad used co-operative societies for the purchase of 
agricultural produce, and the very useful experience they have 
gained must be fully utilized now. 


A SCHEME FOR AN INDIAN FEDERATION OF CO-OPERATIVE 
MARKETING BOARDS 

In the foregoing pages we have pointed out the advantages 
of co-operative marketing, although the co-operative market- 
ing of agricultural products has not achieved any success in 
this country. The author is an ardent believer in the philosophy 
of co-operation but he does not believe in co-operation as 
practised in this country under the supervision of Civil 
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Servants who seldom possess a knowledge of co-operation, of 
banking or of business. Without going into any controversial 
details he suggests that Provincial Marketing Boards should 
be established on more or less the same lines as the Provincial 
Land Mortgage Banks. These boards should have branches 
in all parts of the province. He does not believe in the 
efficiency of independent separate units like the present Dis- 
trict Co-operative Banks. Centralized co-ordinated banking 
may be bad co-operation in theory, but it gets good results in 
practice. These boards should be managed by expert business- 
men and their paper should be eligible for discount with other 
banks and also with the Reserve Bank. They should be 
federated into a central board which should undertake the 
marketing of our export products. Hyderabad should have 
its own board with the same constitution as the Provincial 
boards and linked up with the Federal Board. Bombay has 
set a good example in this respect by starting a Central Co- 
operative Marketing Society. Hyderabad has followed suit by 
starting recently a Central Co-operative Trading Society. 


A WORD OF WARNING 

A good deal of stress has been laid on the advantages of 
co-operative marketing, but a word of warning is also neces- 
sary. We must not put blind faith in co-operative marketing 
to solve the farmers’ problems. The success of many co- 
operative organizations in different parts of the world is very 
often traceable to a few individuals who have taken up this 
cause and have devoted their lives to it. In some places 
temporary success has been achieved by the efforts of 
enthusiastic organizers who have stirred the farmers to action. 
Enthusiasm is not a bad thing in itself, but when it takes the 
form of propaganda without full analysis of its implications, 
it may achieve temporary success, but in the long run is bound 
to fail. . 

Some enthusiasts, for example, make extravagant charges 
against the existing system of marketing and the profits realiz- 
ed by successful middlemen, and ignore the losses incurred by 
the less fortunate ones. They also ignore the prompt and 
efficient service rendered by the successful ones. The cause of 
co-operation must be won on its own merits, which are not 
few. 
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THE REAL SERVICES OF CO-OPERATIVE MARKETING 

Co-operation does not possess magic and cannot work 
miracles. It will not effect an immediate and complete cure 
when applied to every marketing difficulty, but it has to be 
admitted that, when properly administered, it has produced 
very satisfactory results. It may sound very strange, but it 
is a fact that more harm has been done to the cause of co- 
operation by its blind supporters than by its opponents. It 
must be understood that co-operatien does not aim at utopias 
and changing the surface of the world. It is essentially a busi- 
ness proposition. And when and where an approach has been 
made to the farmers and the gospel of co-operation has been 
properly preached, definitely pointing out its business advan- 
tages, the farmers have not been slow to act. The farmer, 
like the representative of any other business, is interested in 
making his business as profitable as possible, and the direct 
financial savings made through co-operative marketing impress 
him most. Let the practice of co-operation prove this to the 
farmer. 

Besides developing a widespread and efficient co-operative 
system of marketing agricultural products in India it will be 
necessary to give full consideration to various other matters, 
such as consumers’ co-operation and housing societies, which 
we shall discuss in the next chapter. 
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Cuapter VII 


CONSUMERS’ CO-OPERATION 

ENGLAND has long been known to be the home of a successful 
consumers’ co-operative movement, which had a humble be- 
ginning in the efforts of Rochdale weavers. The consumérs’ 
co-operative movement ineEngland is now a gigantic force, 
with an annual turnover running into millions of pounds. The 
main features of consumers’ co-operation in England are so 
well known that we need not describe them here. 

On the other hand, little is known in this country of the 
wonderful results of the consumers’ co-operative movement 
in Sweden. In July 1936 the Yale University Press published 
a book by Marquis W. Childs under the very suggestive title of 
Sweden: The Middle Way. The book ran into six printings 
in the course of six months and attracted great attention. The 
following account of the movement in Sweden is based on 
Mr. Childs’ book, and is well worth our consideration in India. 
In this post-war period there is tremendous scope for our co- 
operative movement to try to achieve for the Indian peasant 
what has been done for the Swedish consumer. 

Capitalism in Scandinavian countries has been modified, and 
in a sense controlled. The profit motive in many fields has 
been drastically curbed or abolished. To a considerable degree 
it is true that the domestic economy has been made to serve 
the greatest good of the greatest number. All this success has 
been achieved in a comparatively short time. 

Long after the industrial revolution had began to change the 
face of England and much of the continent, Sweden remained 
remote and rural. As late as 1870, the population of the rural 
districts still constituted 72 per cent of the whole. Sparsely 
distributed over a wide area, the Swedish farmer played his 
part in a simple economy that retained a great deal from the 
distant past, scarcely touched by the vast changes which had 
occurred in the world outside. 

Things have now completely changed. Sweden is now in 
a machine civilization. It is a very highly industrialized 
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country. There are probably more telephones, more electrical 
devices, more automobiles in Stockholm than in any other 
European city ; the rural areas are more completely electrified 
than anywhere else in the world with the possible exception 
of certain Cantons in Switzerland. 

But the machine is not the master. Capitalism has been 
controlled in two ways. First, consumers’ co-operation has 
developed slowly during the past four decades. Until today 
approximately one-third of all the retail trade and more than 
10 per cent of wholesale trade and manufactures for domestic 
consumption are carried on by co-operatives which do not seek 
to make profits; and the resulting low prices and high quality 
affect the entire consuming population. Secondly, the State 
has competed so efficiently in many fields that private enter- 
prise has been prevented from establishing extortionate mono- 
polies, and one must add that there is an all-powerful Trade 
Union movement. 


PRACTICAL AIMS 

Co-operation in Sweden has been practical and sensible. 
The Swedes were from the beginning primarily interested in 
lower prices and higher quality. This led to production for 
use instead of profit. 

The First World War gave a great stimulus to the develop- 
ment of the co-operative movement in Sweden. In its incep- 
tion the movement had been shaped after the Rochdale model, 
but the aim of the Swedish co-operative leaders was to destroy 
private monopoly, for there were a number of powerful local 
cartels in Sweden, which in many cases were merely units 
of larger trusts that dominated European trade. 

FIGHT WITH CARTELS 

The aim of the co-operative movement was to fight these 
cartels and to reduce prices to a reasonable level. It was not 
an easy task, but great success was achieved by the Swedish 
Co-operative Union called the Kooperativa Forbundet, or for 
short K.F. This was formed in 1899, and its first fight was 
against the margarine cartel, whose prices were very high. 
The Union bought a small factory and started making its own 
margarine. The cartel, which only a few months previously 
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had refused to lower its prices, now reduced them considerably 
in order to defeat the new co-operative rival. The tactics of 
the cartel were fully exposed to the public by the Union, and 
for two years the struggle continued. In 1911 the margarine 
cartel was broken up, resulting in a complete victory for the 
Kooperativa Forbundet. 

The second step was to break the milling monopoly, which 
was so comprehensive that no individual miller dared to defy 
it. Before the formation of the cartel, the mills’ profit had 
averaged from 8 to 9 per cent but in the first year after the 
trust was formed profits increased to 23 per cent, and had 
reached 33 per cent in 1919. The consumer was obviously 
being forced to pay too much for his flour. The Koopera- 
tiva Forbundet at last decided to buy one of the largest mills 
in Sweden, and had reorganized it by 1924. Then began severe 
competition and the usual technique of reduction of prices by 
the cartel. Soon the co-operative union bought another mill, 
and in less than two years they began to manufacture flour. 
The cartel painfully attempted to adjust its prices but was 
finally forced to admit defeat. 

By 1925 more than a quarter of the population in the towns 
were members of co-operative societies. The Swedish Govern- 
ment Commission, appointed in 1922 to investigate the middle- 
man’s profit, wrote that ‘it is clear that consumers’ co-opera- 
tion offers a vigorous defence against the tendencies of private 
trade to combine in order to keep up the prices artificially’. 

Another triumph of the Swedish co-operative movement 
was their success against the galoshes trust. Galoshes are a 
necessity during the Swedish winter, and four manufacturing 
firms had formed an air-tight trust and exploited this neces- 
sity for years: annual profits of 62 per cent, and in one year 
even 77 per cent, were recorded. On a capital of less than a 
million dollars the four factories realized in 14 years more 
than 12% million dollars and voted many stock dividends 
besides. 

At the annual Co-operative Congress in 1926 it was decided 
that K.F. should declare war on the galoshes factories. Within 
a few weeks, merely as a result of this announcement, the 
trust reduced the price of men’s galoshes by more than 60 cents, 
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K.F. informed the trust that this was not enough. In 1927 
they opened a factory of their own, with the result that within 
a year the price of galoshes was reduced by another 70 cents. 
Likewise K.F. has been able to reduce the prices of many 
other items. 

Many examples could be mentioned where large organiza- 
tions of shop-keepers have been forced by co-operative socie- 
ties to scale down their prices—a course of action which the 
Trade Associations left to themselves would have opposed. 
The great importance of the co-operative movement in this 
respect has been proved particularly during periods of declin- 
ing values, when, as a rule, the co-operative societies have 
been first to reduce their prices. 


DEVELOPMENT OF THE MOVEMENT 

The extent of the development of consumers’ co-operative 
societies in Sweden can be realized from the fact that in Stock- 
holm alone there are 380 co-operative shops. The prices in 
co-operative shops are usually below those in private retail 
stores. 

At the present time more than 20 per cent of the retail and 
wholesale trade in Sweden is carried on through co-operatives. 
About 10 per cent of all manufacture is done in co-operative 
factories; almost the whole, it should be added, being goods 
for domestic consumption. These are estimates, and very 
rough estimates, but they give an idea of the importance of 
co-operation in the commerce of the country. Well over a 
third of all the households in Sweden are enrolled in co-ope- 
rative societies. In England more than 45 per cent of all 
households have one or more co-operative memberships and 
in Scotland the co-operative membership covers nearly 55 per 
cent of all families. But Swedish co-operators suggest that 
they have succeeded in bringing about more profound changes 
with respect. to the general price level—that is, to the benefit 
of the entire population—than has co-operation in Great 
Britain. 

FUNCTIONS OF K. F. 

K.F. performs innumerable services for the societies affi- 

liated to it. A permanent staff of architects is constantly 
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working to improve store plans, and their achievements in 
improving efficiency have been widely imitated in Europe. 
Local societies may obtain from K.F. standard designs for 
stores of varying size. The Union will give active assistance 
in the early problems of merchandizing even to the extent of 
providing a counsellor ready to devote his entire time to 
establishing the new store on a sound foundation in the first 
months of its existence. 

The auditing department of K.F. examines the accounts 

of nearly all the local societies, a service which is available 
at the request of the local unit. Highly trained auditors, who 
have held various posts in the Union, visit the local societies 
at least twice a year, at the annual closing of accounts and 
at mid-year stocktaking. Not only do they examine the 
accounts, but, out of their long experience, they survey the 
whole field in which the society is operating, making any 
recommendations they consider necessary to the resident 
auditors, the store managers or the society’s executive com- 
mittee. Each month the societies send reports to K.F. so 
framed that the auditing department can see at a glance 
the changes which may have occurred. 
’ In 1923 there was formed what is in a sense a subsidiary 
of K.F., the Swedish Household Society, S.H.F. as it is 
familiarly known. Its function is to rescue co-operative stores 
that have not been successful under the direction of local 
societies. A salvage squad maintained by S.H.F. is equipped 
to step in and direct the business until it has improved to such 
a point that the local group is able to take it over again. - 
S.H.F. grew out of the difficulties encountered by many co- 
operatives at the time of the last post-war slump. In the 
opinion of co-operators it has proved its value many times 
over, restoring numerous failing societies to business health. 

K.F. has always followed a conservative financial policy. 
While it has accumulated a considerable reserve, this has been 
kept as a margin of safety, a large part of it consisting of a 
‘production guarantee fund’. Besides this, K.F. conducts a 
savings bank, for co-operators only, the local societies, except 
two or three of the larger ones, being merely branch offices 
to take deposits and pay out withdrawals. One way in which 
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the movement encourages thrift is to make it easy for the 
dividend on purchases to accumulate in a savings account. 
Although K.F. has followed an extremely cautious policy 
with funds drawn from this source, it has nevertheless been 
a most useful credit reserve in the growth of the organization. 
From time to time, to finance a new venture, K.F. has offered 
its shares direct to the public with satisfactory results. It is 
one of the Union’s proudest boasts that it has never had to 
resort to bank credit. 

Co-operative leaders in Sweden are proud that in the course 
of their long struggle they haVé never appealed to the State for 
help and made no affiliation with any political party. Swedish 
co-operators take a jealous pride in their financial independence. 

Of the numerous other services rendered by the K.F., a 
few may be mentioned. 


v 


BREAKING OF THE LAMP TRUST 


The price variations of electric bulbs from country to country 
were utterly indefensible, the business being in the hands of 
a Power Fund Trust. The company was charging what the 
tariff could bear. In 1928 the price for a 25-watt lamp was 
37 cents in Sweden, 30 cents in Holland and Germany, 27 cents 
in Denmark and as little as 18 cents in Hungary; while in 
England it was 52 cents. 

In May 1931 the co-operators of Sweden, Denmark, Finland 
and Norway combined to start a co-operative lamp factory 
called the North European Luma Co-operative Factory. 

The effect on the price of electric bulbs in Scandinavia was 
startling. Even while the Luma plant was in course of con- 
struction, the trust lowered the Swedish price from 37 cents 
to 27 cents. Soon after the co-operative lamp came on the 
market the trust had to meet a Luma price of 22 cents. This 
price alloweti a comfortable margin of surplus—a safe margin, 
the council felt. 

Similar success has been achieved in breaking,monopoly 
powers in many other trades and industries, notably vegetable 
oils, cattle fodder, the manufacture of cash registers, and the 
building of cheap houses, 
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The aim of the co-operative movement is well described in 
the following comprehensive resolution passed unanimously 
by the 1934 Co-operative Congress of Sweden. 


The Thirty-fifth Congress of the Co-operative Union 
instructs the management of the Union and recommends that 
the affiliated societies: Devote their united and persistent 
efforts to combating monopolistic associations which abuse 
their power of controlling prices; 

Strengthen and develop fruitful co-operative movements; 

Study the means by which the co-operative movement can 
best assist Swedish handcrafts; 

Co-operate with the other elements that make up the 
Swedish economy in those spheres in which the co-operative 
movement has important interests to protect and in which 
united efforts are necessary to render services to the whole 
of the economic system. 


The Congress also instructs the Central Board and Execu- 
tive Committee of the Union to examine more closely the 
question of the form of organization for the collaboration of 
the co-operative movement with the other elements in the 
national economy in order that the co-operative principle con- 
cerning the purchasers’ right to membership and to a share 
in the profits of the undertaking from which they buy their 
goods may be safeguarded. 

The present direction of the movement is more or less clear. 
It can scarcely be said to be moving towards any sort of 
general collectivism. Rather, co-operative leaders seem to 
feel that the chief function of this remarkable organization of 
consumers, apart from a wholly distributive and productive 
one, is that of a brake to halt the excesses of capitalism; to pre- 
vent monopoly and the narrow concentration of wealth; in 


short to check the very tendencies by which capitalism tends 
to destroy itself. And in so far as the outsider may judge, 


the great mass of consumer members appear to be wholly in 
sympathy with this aim. 


LOW-COST HOUSING 
It has fast said that Sweden is without slums, either in the 
city or in the country. While this may be over-generous, 
the ideal has certainly been approached, 
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In 1916, the Stockholm Co-operative Housing Society was 
organized, sponsored by the Central Labour Union, a power- 
ful force in the political and economic life of the country. It 
was the first time that prospective tenants themselves had the 
right to choose what kind of houses they would have. Six 
years later the society had proved its worth by tangible accom- 
plishments in the shape of a half-a-dozen co-operative apart- 
ment houses. A national organization, the Tenants Savings 
Bank and Building Society, was formed. In Swedish this is 
the Hyresgasternas Sparkassa och Byggnads-forening, ordi- 
narily referred to as H.S.B. 

H.S.B. has had a remarkable growth, and particularly in 
Stockholm. In that city of more than 500,000 population, 
nearly 15 per cent of all families live in co-operative apart- 
ment houses. Building had continued throughout the depres- 
sion, the construction programme being carefully planned and 
financed several years in advance. As with co-operation in 
other fields, H.S.B. has competed in the open market. Mem- 
bers have been attracted by the fact that the co-operative 
apartment houses are superior to others in almost every 
respect, besides being lower in price. They are designed for 
light, air, convenience and privacy, the newer units baing in 
the functional style adopted by younger Swedish architects. 


The latest statistics show what extraordinary progress 
H.S.B. has made in less than fifteen years. Throughout 
Sweden there are co-operative houses containing nearly 
25,000 flats and this, it must be recalled, in a country which 
is preponderantly rural. In Stockholm alone there are 
seventy-eight H.S.B. apartment houses in which some 65,000 
people live. About £23,00,00 has been spent on low-cost 
housing by the State and its political subdivisions and through 
co-operatives such as H.S.B. This is nearly £4 for every 
man, woman, and child in the country. 

It may be concluded that the co-operative movement has 
extended from year to year until a good co-operator in Sweden 
may live and die within its system—a system based upon pro- 
duction and use rather than profit, 
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CO-OPERATION IN THE FIELD OF AGRICULTURE 

The example of Denmark, where the co-operatives have 
' taken over almost the entire business of processing and market- 
ing farm products, has shown the way to a considerable deve- 
lopment of agricultural co-operation, particularly in dairying. 
In Sweden, agricultural producers’ co-operatives dominate the 
dairying industry, handling well over two-thirds of all the milk 
that is processed in factory d&iries and producing more than 
three-fourths of all the butter, excluding that which is made 
in small domestic dairies. As in Denmark, the co-operative 
dairies have been of great value in developing the export trade 
in butter. 

K.F., though strictly a consumers’ organization, thanks to 
the initiative of Albin Johansson has done everything within 
its power to aid the farmers’ union. For example, when 
private livestock dealers organized to fight the farmers’ live- 
stock co-operatives, K.F. stepped in, helped to finance the 
latter and agreed to buy all meat required by its member 
societies from this farmers’ co-operative. This provided a large 
and unfailing market which went a long way to establish the 
farmers’ livestock co-operative on a sound basis. And it meant 
that a,considerable portion of the meat business was organized 
co-operatively all the way from the farmer to the consumer. 

At another time, when a cartel had succeeded in pegging 
the price of fertilizer at an exorbitant level, K.F., with its 
superior resources, bought a superphosphate factory in the 
neighbourhood of Stockholm with a capacity of 500,000 sacks 
a year. During the first year, 1928-9, this was operated jointly 
by K.F. and the Farmers’ Union and in that year the price 
of fertilizer was forced down so successfully that the farmers 
of the country realized total savings of from one and a half 
to two million kronen. In November 1931, K.F. leased the 
superphosphate factory to the Farmers’ Union. 

These and other steps that K.F. has taken on behalf of the 
farmer have served indirectly to advance consumers’ co-opera- 
tion among the rural population. Of the 550,675 members 
affiliated with K.F., 19 per cent are farmers. This represents 
a much higher proportion of the farm population than was 
affiliated with K.F. in earlier years, 
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The co-operative movement in Sweden has in general been 
free of proselytism. It has not been a ‘movement’ at all, in 
the now slightly absurd connotation of that word. Rather, 
as will appear, when co-operation has been the logical solution 
in housing, in the distribution of power, in agriculture, then 
that form has been adopted and its growth has been healthy 
and rapid. 

Thus the co-operative Milk Central, supplying nearly three- 
fourths of all the dairy products consumed in Stockholm, 
developed out of an investigation by the Stockholm City 
Council into high milk prices. A special committee was named 
to plan a municipal milk supply in co-operation with the pro- 
ducers, eliminating the ‘costly and unnecessary middleman’. 
The four principal companies were merged and formed into a 
producers’ co-operative society. 

The turnover of the Milk Central was more than doubled 
in ten years’ time. And the co-operative, dominating the field, 
set standards for purity and excellence which other dairies 
were compelled to follow. The Milk Central has dominated 
prices too, with a resulting gain to consumers that has not 
been small. The low price is probably the most important 
factor in Stockholm’s high milk consumption. 

There are about 8,000 members of this largest producers’ 
co-operative and they own the largest and most modern dairy 
in the country. The Milk Central maintains its own inspection 
service, which follows the product from the cow to the con- 
sumer. Of the milk received, 43 per cent goes into direct con- 
sumption, 28 per cent into the manufacture of cheese and 29 
per cent into butter. Butter sales in recent years have 
amounted to more than 4,000 tons annually, most of which 
has gone into domestic consumption, and the production of 
cheese has heen close to 6,000 tons a year. The direction of 
this extensive business is in the hands of a management com- 
mittee, from which an executive board of six is named to act 
with the paid director. There are also local representatives 
with voting rights in all the districts around Stockholm from 
which the milk supply is drawn. 

There is evidence that the growing interest of the farm 
population in both producer and cdnsumer co-operation will 
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continue. K.F. is moving in new directions to make sure that 
it will continue. 

At present 50 per cent of the agricultural area of Sweden 
is electrified. lr districts covered by the state power system 
about 60 per cent of the cultivated area has electricity. 

Rural electrification in Sweden is accomplished almost 
entirely through co-operative societies made up of consumers 
of electric power. The individual society must provide its own 
capital to build a distributing system. Each member may 
subscribe a certain amount or the society may offer bonds in 
return for the necessary capital. In the latter event each con- 
sumer must pay his share of the interest and amortization. 
The average cost of the distributing networks, about 70 kronen 
or £4-10-0 per tariff unit, is comparatively high because so 
many were built at a time when metal prices were advanced. 
At prices which prevailed during the depression, the cost per 
tariff unit was about 40 kronen, or approximately £2-15-0. 


EXTENSION OF THE CO-OPERATIVE PRINCIPLE BEYOND NATIONAL 
BOUNDARIES 


In our chapter on the marketing of agricultural produce we 
have described the working of the Co-operative Federation 
which was started by Australia, New Zealand and South 
Africa. 

Here we shall mention briefly the activities of the Scandi- 
navian Federation—Nordisk Andolsforbund, known for short 
as N.A.F. 

It was on the initiative of Albin Johansson that the first 
meeting of representatives of the co-operative movement from 
the Scandinavian countries and Finland was held in 1918. 
Delegates at that first meeting brought up a wide variety of 
proposals. Some wanted a co-operatively owned orange-grove 
in California. Others were for starting a co-operative ship- 
ping line. In the end a modest and practical plan prevailed. 

It was decided to form a Scandinavian co-operative agency, 
with headquarters in Copenhagen and with one of the leaders 
of the Danish Wholesale Society as manager. The choice of 
Copenhagen seemed obviqus, partly because co-operation was 
at that time more highly developed in Denmark than in the 
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rest of Scandinavia, but above all because it is the most cen- 
trally located of the Scandinavian capitals. The primary pur- 
pose of Nordisk Andolsforbund was to eliminate the middle- 
man—the commission man—intervening between buyer and 
seller, and by eliminating his profit to cut down-the cost of 
goods necessarily imported into Scandinavian countries. The 
members of N.A.F. are: Kooperativa Forbundet, Sweden ; 
the Danish Co-operative Wholesale Society ; the two Finnish 
wholesales, S.0.K. and O.T.K.; and the Norwegian Co-opera- 
tive Wholesale Society. 

At the start N.A.F. was fortunate in its manager, Frederik 
Nielsen, who had been for many years head of the colonial 
department of the Danish Wholesale Society. He brought to 
his new job a thorough-going knowledge of foreign trade. And 
for some time he retained his former post, thus assuring the 
closest collaboration between N.A.F. and its then largest 
customer, the Danish society. 

N.A.F. makes purchases for the respective accounts of its 
five members. In relation to foreign producers N.A.F. is thus 
actually the buyer and not merely the agent. But since N.A.F. 
buys only on the order of its members and so never receives 
goods or stores them, its position is like that of any agent or 
middleman in private business. In most instances the foreign 
producers are paid directly by the wholesale society purchas- 
-ing the produce, N A.F. receiving from the seller the commis- 
sion of an agent. Establishing offices in London, it was not 
long before the new international society had developed a 
considerable volume of business. 

At the end of the sixth year the annual turnover was more 
than $6,000,000. From the beginning nearly half of N.A.F.’s 
sales have been in coffee, imported from Brazil, Central 
America, and the Far East. The society is in direct touch with 
large producing and exporting firms in the coffee countries as 
well as with the European branches of other firms and is 
therefore in a position to bargain for the most favourable 
price. 

The other principal groups of commodities in which N.A.F. 
deals are grain and flour, including rice, sago, and tapioca, as 
well as wheat flour, fruits, margarine, oils, bacon and lard, 
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and syrup. Direct contact is maintained with large American 
flour mills, for the most part on behalf of the Danish Whole- 
sale Society. California, Spain and Bosnia are the important 
sources from which N.A.F. imports various fruits, both dried 
and fresh. Vegetable oils for the manufacture of margarine, 
largely for the Swedish society, are obtained from European 
refineries. Co-operators in Scandinavia have long looked for- 
ward to a favourable opportunity when they might establish 
their own co-operative refineries and thus go direct to the 
producers of raw materials. 

N.A.F’s total sales during 1934 were 32,000,000 kronen. 
The chief commodities bought and sold were cotton seed and 
other vegetable products yielding oil, 94,000 tons; sugar 
16,000 tons ; coffee 13,000 tons; grain and cattle fodder 9,000 
tons; salt 6,500 tons; dried fruit 5,000 tons; apples and other 
fresh fruit 4,300 tons ; rubber and molasses in lesser amounts. 
The total sales were distributed between different members as 
follows: Sweden 23,400,000 kronen; Denmark 7,900,000 ; 
Finland $S.0O.K., 4,400,000, O.T.K., 3,800,000; and Norway 
1,800,000. The surplus is distributed in accord with co-opera- : 
tive principles and put aside as a reserve fund on the respec- 
tive accounts of the members. 

CONSUMERS’ CO-OPERATION IN INDIA 

As compared with Scandinavian countries, consumers’ co- 
operation has not made much headway in India. 

The Co-operative Societies Act of 1904 was a simple measure 
and made no provision for starting such societies. The defect 
was removed in the 1912 Act, though a few stores existed even 
before its passing, the most important being the Triplicane 
Urban Co-operative Society, which is still the leading con- 
sumers’ society in India. The extremely slow progress made 
by co-operation in this important field can be realized from 
the fact that before the eve of the great depression in 1929, 
there existed only 323 stores although the total number of co- 
operative societies in the country (excluding Burma) was 
somewhere in the neighbourhood of 19,000.. We give below a 
table showing the distribution of these societies in the various 
parts of the country in 1928. 
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Province No. of stores in 1928 
Madras ee 99 
Bengal ba 58 
Bombay is 35 
Punjab : 21 
Assam - 19 
UP. os 12 
C.P. and Berar oF 8 
Orissa ie — 
Bihar Pa — 
Sind ag — 
N.-W.E.P. ae — 
Indian States (Mysore) es 70 

Total .. 322 


This table shows that the distribution of these societies in 
the country was very uneven. Madras with 99 societies had 
the largest share and the Central Provinces with 8 had the 
smallest. Bihar, Orissa, Sind and the North-West Frontier 
Provinces had no store at all. 

Even twelve years later, in 1939-40, the progress made was 
very unsatisfactory. The number of stores had increased from 
323 in 1928 to 547. The total sales for 1934-40 were only 
Rs. 86:9 lakhs. 


RAPID PROGRESS MADE DURING THE WAR 

The war gave great stimulus to this aspect of the co-opera- 
tive movement. The scarcity of consumers’ goods coupled 
with the difficulties of getting them at reasonable prices, the 
appearance and later the boom of black markets, and excessive 
profiteering, all emphasized the need of shops where people 
could buy their requirements at controlled or reasonable 
prices. The Government also realized their handicap in deal- 
ing with black marketing as they had few agencies to co- 
operate with them. Both the consumers and the Government 
realized that they could depend on consumers’ stores to achieve 
their object. The result has been that there has been a tremen- 
dous growth in the number of consumers’ societies during the 
last few years, 
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The number of stores increased from 547 to over 2,000 in 
1943 and the annual sales are now about Rs, 9 crores as com- 
pared with Rs. 86 lakhs in 1939-40. This shows the tremen- 
dous field for consumers’ co-operation in India. If the energies 
of the movement are properly devoted to this end and the 
experience gained during the war is utilized, there is no reason 
why India should not have a flourishing consumers’ co-opera- 
tive movement catering both for the farmer and for the urban 
consumer. We have shown how Sweden has achieved success 
in this field, and it would be a good thing for us to follow the 
example of Sweden, making such modifications as are neces- 
sary to suit our conditions, 


Cuyaprer VIII 


THE FUTURE OF THE MOVEMENT 


THE co-operative movement was started in this country at 
the beginning of the century, over forty years ago, with high 
hopes and lofty ideals. We now all know how these hopes 
were shattered during the early thirties and how the movement 
‘degenerated in several provinces into a group of practically 
insolvent borrowers. The worst service to the movement 
was done by the Royal Commission on Agriculture, which 
reported in the heyday of 1928, and was led to believe that 
all was well with the movement. The Commission laid 
exaggerated stress on the credit side and even went so 
far as to remark that ‘if Raiffeisen fails, the best hope of 
India fails’. This, in our opinion, was the worst service which 
any authoritative body could do to the cause of the 
co-operative movement in this country. 

The Commission led everyone to believe that all was well 
with the movement, and the right line of development was 
to increase the number of Raiffeisen-type societies, which 
work with rather limited membership and unlimited liability. 
‘This unlimited liability, instead of a blessing, proved to be the 
bane of the movement. Because of this heavy responsibility 
well-to-do villagers kept away from the movement: they had 
nothing to gain by becoming members of such societies, for 
they were not in need of loans, and they had everything to 
lose because they were responsible to the extent of their entire 
property for. the loans of others. The movement, as is well 
known, now degenerated into a group of borrowers, one insol- 
vent borrower helping the others and being helped by them 
in return, 


The unlimited liability proved a farce when the time came 
to enforce it, first in Burma. With the fall of prices during 
the last great depression the weakness of the movement was 
fully exposed. 

17 
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As early as 1937,1 the author pointed out that a single- 
purpose unlimited liability society was not suitable for a 
country like India, and suggested that we should start multi- 
purpose societies with limited liability and a reasonable amount 
of share capital. The Agricultural Credit Department of the 
Reserve Bank of India, in their Statutory Report, accepted the 
idea of multi-purpose societies, but the authorities, in view of 
the staunch belief of many co-operators in the principle of 
unlimited liability which had the blessings of the Agricultural 
Commission, could not muster enough courage to say anything 
against unlimited liability. Therefore, it recommended the 
starting of multi-purpose societies with unlimited liability. 

A multi-purpose society with unlimited liability is a greater 
farce than a single-purpose society with unlimited liability. 
The result has been that, in spite of the urgings of the Reserve 
Bank and various other co-operative authorities, the response 
to multi-purpose societies has been very poor indeed. It was 
only recently realized that, if multi-purpose societies are to 
succeed, they must have limited liability. 


THE WAR AND THE CO-OPERATIVE MOVEMENT — 

It is difficult to assess the effects of the war on the co-opera- 
tive movement in India. Owing to the scarcity of paper many 
provinces have stopped the publication of their annual reports 
dealing with the progress “of the co-operative movement and 
in some only skeleton reports are published. The Reserve 
Bank of India has published statistics regarding co-operative 
societies for the year 1942-3. This material is not enough to 
enable us to assess the effects of the war on the co-operative 
movement. However from what little literature is easily 
available, one gathers the impression that the war has 
relieved the movement from the strain which it was 
feeling during the post-depression’ years, and the efforts 
of the authorities to re-organize the movement on better 
lines are beginning to show results. The war, by raising the 
prices of agricultural products, has helped the farmer to stand 
on his own feet. In many parts of the country he has been 


1See the author’s series of five articles on Agricultural Credit 
published in the Times of India, Bombay, March 1937. 
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able to repay some of his loans. It is surprising that the Com- 
mittee which the Government of India appointed to investigate 
agricultural indebtedness has not made any specific inquiries 
regarding the effects of the war on agricultural indebtedness. 
On the whole it can be said that the war has benefited the 
co-operative movement. 


MARKETING SOCIETIES AND WAR 

Since the introduction of the compulsory levy scheme for 
the collection of grains, co-operative marketing societies are 
coming into prominence and their utility is being increasingly 
realized by the Government. Such societies are now being 
utilized in various provinces for the purpose of collection of 
food-grains on behalf of the Government. These new types 
of societies have helped a good deal in correcting the one- 
sidedness of the movement, which was overwhelmingly domi- 
nated by credit societies. 


WAR AND THE CONSUMERS’ SOCIETIES 

The war has given a new stimulus to this aspect of the 
movement. There has been great scarcity of consumers’ 
goods and the consumers’ co-operative movement has made 
considerable headway and serves a doubly useful purpose by 
catering efficiently to the needs of the consumer and by being 
more amenable to Government regulations and control than 
the ordinary shop-keeper. 

We have already mentioned that the number of consumers’ 
societies has increased from 547 in 1939 to over 2,000 in 1943 
and the annual turnover has increased from Rs. 86 lakhs in 
1939-40 to Rs. 9 crores in 1943. In post-war planning this 
aspect of the movement should be developed as much as 
possible. 

POST-WAR PLANS REGARDING THE FUTURE OF THE 
: CO-OPERATIVE MOVEMENT 

A number of plans have been prepared regarding the future 
development of the co-operative movement in various parts 
of the country. The Government of India appointed a com- 
mittee a year ago and its report has not yet been published. 
It is not possible for us to examine all the plans that have 
been published so far, We shall take the two most important 
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of these, namely the plans prepared by the Bombay Co-opera- 
tive Institution and by the Registrar of the Co-operative 
Societies, Hyderabad. 


BOMBAY CO-OPERATIVE INSTITUTES PLAN 


The Bombay Co-operative Institute is well known for its 
very active and keen interest in co-operative problems. This 
institute, in consultation with the Government of Bombay, 
appointed a small committee in 1944 to report regarding the 
future development of the co-operative movement. 

The committee has emphasized the need for consolidation 
of holdings, co-operative farming, land improvement, the 
marketing of crops, and various other measures necessary to 
improve agricultural production. In this connexion, the 
committee has also discussed the problem of controlled credit. 
It observed : 


The producer should be induced to sell his produce through 
the marketing society by the adoption of the scheme of con- 
trolled credit and a loan should be given for the purpose of 
seed, implement, manure, etc., by the village credit societies, 
on the condition that the produce is sold through marketing 
societies alone. The marketing society could deduct the dues 
of the credit society from the proceeds of sale. The funds 
needed for paying cash to the producers for their produce 
should be obtained by the marketing societies from central 
banks on the security of the goods stocked in their godowns. 
Godowns will be necessary in every important market, and 
Government should make a free grant of part of the expenses 
of constructing a godown and a loan for the remaining at a 
low rate of interest, repayable in instalments. Similar loans . 
should also be made for purchasing the necessary equipment 
to enable societies to grade or process agricultural produce, 
before sale. The greatest difficulty, however, in the path of 
marketing societies is the shortage of trained men. As the 
Royal Commission on Agriculture pointed out, the business 
of sale is not a matter of amateurs—skilled technical advice 
and guidance are necessary but even more important is busi- 
ness management. Unless this is available, the society must 
inevitably come to grief. It is, therefore, necessary that the 
Government should make available to the marketing societies 
competent shop managers and meet the cost of their salary 
for the first two or three years. 


In order to ensure a plan of rural development, the Report 
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makes the very useful suggestion that a co-operative federation 
is needed to link up and co-ordinate the activities of the differ- 
ent industrial co-operative societies. 

The section of the Report which relates to housing deserves 
to have the widest possible publicity in the country. It is most 
important because the housing conditions in rural areas are 
appalling and demand the immediate attention of the planners 
of post-war India. And since housing is the industry which 
gives the largest amount of employment and at the same time 
serves the most urgent need of the country, we believe that 
housing schemes should occupy the most prominent place in 
our post-war programme. The following paragraphs from 
the Report will be read with interest. 


As a result of the war, a large number of agricultural and 
industrial workers are receiving higher incomes and there is 
a danger that these may be frittered away in unproductive 
expenditure instead of being saved and utilized for productive 
purposes. In order to encourage the habit of saving amongst 
the villagers, the village credit societies ought to carry on 
propaganda, offer an attractive rate of interest, and simplify 
their procedure. They could also co-operate with Government 
in popularizing the different types of Government loans which 
are on sale at present. Experience shows, however, that the 
villager is not attracted by investments of a non-corporal cha- 
racter and that the rate of interest does not operate as a 
sufficient inducement to save. If he is to be persuaded to save, 
it is necessary, as the Report of the Committee on Co-operation 
in Madras puts it, to link up saving with particular purposes. 
A vague exhortation to save, because it is in his interest to 
save and earn interest on the savings, has no power to rouse 
the villager. He may prefer to spend a given sum here and 
now rather than spend a slightly larger sum at a future date. 
He can be persuaded to save only if he is invited to save for 
a particular purpose, which he understands and considers 
worthwhile. The possession of a house is such a purpose and, 
if savings are linked up with the acquisition of a house after 
the war, it will act as a strong incentive to save. 

It is, therefore, desirable to form co-operative societies which 
would collect deposits from members today for the specific 
purpose of constructing houses after the war. The collection 
of deposits will freeze the savings in the immediate present 
and exercise an anti-inflationary influence. At the end of the 
war, these savings could be spent and the construction of 
houses undertaken, thereby helping to maintain the tempo of 
activity, just when it is about to slacken. 
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Such co-operative societies should be encouraged in the 
rural areas, but they are likely to be popular in industrial 
areas as well, particularly where the workers are less migra- 
tory and tend to settle down. Government should help these 

~co-operative housing societies when the construction of houses 
is actually taken in hand by assisting them in the acquisition 
of sites, by supplying timber at low rates of interest. The 
Government offer of such assistance should be made known 
to the public from now on, so that it may act as an induce- 
ment to the people in the rural and urban areas to organize 
themselves and save for this purpose. 


Although the report is very useful and has made a number 
of outstanding practical suggestions, it also has serious 
defects. It has devoted all its energies to planning for 
post-war development and has not examined the possibili- 
ties of the present co-operative movement being able to 
carry out this ambitious programme. Unless we prove 
that the present movement is capable of carrying out the pro- 
gramme, our recommendations regarding the future are likely 
to remain as pious hopes. The report is absolutely silent on 
the two most outstanding problems of the co-operative move- 
ment: (1) the liability of societies, especially credit societies; 
and (2) their organization. 

The weakest part of the report is the scheme which deals 
with credit. In this section, co-operative enthusiasm is more 
evident than facing the hard facts of the situation. For instance, 
the Committee observes that ‘ only a co-operative agency can 
fully realize the needs and difficulties of the agricultural bor- 
rowers and provide the necessary elasticity in the grant of 
assistance’. Again, it remarks that the ‘co-operative credit 
society will, besides, take a close and continuous interest in the 
affairs of the borrowers in a manner which will not be possible 
for a Government department’. Past experience of the interest 
taken by co-operative societies in the affairs of their borrowers 
hardly justifies any such hopes. 


HYDERABAD’S PLANS REGARDING THE DEVELOPMENT OF THE 
CO-OPERATIVE MOVEMENT 


Hyderabad in this respect has gone ahead of British India: 
Mr Jamil Hussain, the able Registrar of Co-operative Societies, 
who studied the economics of agriculture at Oxford, has 
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realized the weakness of putting too much emphasis on the 
provision of credit and the comparative neglect of other aspects 
of co-operation. He has submitted an excellent scheme for the 
reorganization of the co-operative movement which should be 
of interest to co-operators outside Hyderabad also, and a fairly 
full summary of his recommendations will therefore be given. 


SCHEME FOR RE-ORGANIZATION OF THE 
CO-OPERATIVE MOVEMENT IN HYDERABAD 


RE-ORGANIZATION OF THE MOVEMENT 


It must be remembered that rural economy is rapidly under- 
going a vast change, and co-operation, if it is to play its des- 
tined role, must keep pace with the rapidly changing times. 
It must discard its old clothes and dress itself in a newly cut 
garment to be recognized as the leader of the coming economic 
revolution. A reorientation of the movement is therefore the 
crying need of the moment. The haphazard and spasmodic 
development of the movement which has until now been in 
progress must be replaced by a well-thought-out and planned 
scheme, which should cover the entire field of the economic 
activities of the agriculturists. It should take into account 
the four factors of production, namely land, labour, capital 
and organization, find out the drawbacks in their application 
to agriculture and devise effective means to remedy them. 
Until now the efforts of the movement have been concentrated 
mainly on capital and that also on a limited scale. Here and 
there efforts have been made to arrange for the marketing of 
agricultural produce and the supply of seeds, but what co- 
operation has totally ignored is the organization of agricul- 
tural production. It is a well-known fact that agricultural 
industry is hopelessly disorganized. With the present uneco- 
nomic holdings and their fragmentation, with scanty means of 
irrigation, with paucity of capital to start agricultural enter- 
prises on any large scale, with lack of technical knowledge 
to take advantage of the scientific methods of production and 
a score of other reasons, agriculture has remained a small- 
scale industry. But with the coming changes in the methods 
of production due to a number of scientific inventions it is 
bound to need better organization. If we want to develop our 
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agriculture on scientific lines our agriculturist must have 
organizing skill and ability. It is needless to say that the 
agriculturist cannot possess this skill and ability individually. 
Only co-operative organizations can provide the agriculturists 
with the skill and ability to organize their industry. 

There is yet another important reason for basing on co-ope- 
rative principles the future policy of the economic develop- 
ment of the country. The present economic structure, based 
on a policy of laissez-faire, in other words on the unrestricted 
exploitation of the weak by the strong, is crumbling to dust. 
Man has preyed on man for too long a time. The underdog has 
begun to assert himself. He will no longer telerate the age- 
long oppression. He will no more be content with the crumbs 
thrown to him, but will demand his proper share, if not by 
peaceful means, by violent methods, by a bloody revolution, 
if mecessary. This undercurrent is already apparent. The 
only half-way house on the road from capitalism to com- 
munism is co-operation, which alone can give peace and pro- 
tection to the masses. Sweden has achieved remarkable suc- 
cess in this field. 


EDUCATIVE VALUE OF THE MOVEMENT . 

Nor can the educative value of the co-operative movement 
be ignored in the present stage of the political development 
of our state. The Government have already sanctioned a 
scheme for political reforms, which is awaiting enforcement. 
The scheme of reforms, besides many other things, contem- 
plates the establishment of village panchayats. But the rural 
masses are illiterate, ignorant and given to prejudices. How 
are they going to learn their duties and who is going to make 
them realize their responsibilities? Surely there could be no 
better school than a co-operative society to teach the villagers 
the methods of successfully running an organization on demo- 
cratic lines. 

Under the circumstances, the following lines of development 
are suggested. 

ALL-EMBRACING SOCIETIES 

Every village should have a co-operative society to cater for 
all its economic and social needs. If it is not able to look after 
all the requirements of the community it may set up branch 
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societies for various purposes, such as credit, production or 
marketing. The existing co-operative credit societies, where 
they are strong enough for the task, should be made to take 
up activities other than credit. Where this is not possible 
separate organizations should be set up according to the nature 
of the local problems to be tackled. These societies should 
concentrate on organizing agricultural production. They should 
adopt all measures and provide all facilities to cultivators to 
obtain the largest possible yield per acre from their land. They 
should arrange for the co-operative marketing of the produce 
of their members and should provide their daily necessities 
of life at the cheapest possible price; in short, they should 
carry out a clearly defined programme of rural development 
to suit local conditions. 


TALUQA DEVELOPMENT UNIONS 

All societies in a taluqa should be affiliated to a Taluqa 
Development Union which should be established in each 
taluqa. The aim of the taluqa union will be to aid its mem- 
bers in the achievement of their objects. The unions will be 
primarily business organizations. They will arrange to supply 
pure seeds, manure and improved agricultural implements. 
They will arrange for the warehousing and marketing of its 
agricultural produce and will open adaths in the markets of 
their talugqa. Wherever sale societies exist they will be 
allowed to continue as independent bodies but will be affiliated 
to the taluga union. The union will also try to arrange for 
cattle and crop insurance. In the field of social reform it will 
concentrate its attention on the immediate problems of edu- 
cation, health and sanitation. The union will have nothing to 
do with credit. The present co-operative structure of agricul- 
tural finance will be left alone for the time being. But credit 
organizations will be brought into close touch with the union 
by providing teciprocal representation on the Boards of the 
Central Banks and the taluqa union. It is proposed that 
when the time is ripe for it all loan applications from societies 
- affiliated to a taluqa union will pass through and be scruti- 
nized by the taluqa union. 

The Managing Board of the union will be presided over by 
the Tahsildar or the Divisional Officer of the taluqa as the 

18 
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case may be. The Co-operative Department will depute an 
Organizer (Taluga Inspector) to help the union in managing 
its business. Each union will draw up a 5 or 10 years’ plan 
for carrying out the various items of its rural development 
programme. 

To decentralize its work the union will establish branches 
or centres for every 15 to 20 villages in Telingana and 20 to 
30 villages in Marathwada. These branches will establish 
stores for the distribution of seeds, manures and other agri- 
cultural requirements. They will construct warehouses where 
they will collect the agricultural produce of the societies and 
sell it through the Talugqa Development Unions or the sale 
society as the case may be. They will supervise the working 
of co-operative farms and help them in securing their require- 
ments. The branches will generally aid the societies in com- 
pleting the programme chalked out for them. 

The unions will draw up a programme for the development 
of village industries also. They will provide raw materials 
for the village artisans and arrange for the sale of their finished 
goods. 

The taluga union will elect a managing committee for the 
branches from its local members. The branches will establish 
a rural bank for the villages where credit societies do not 
exist, and will try gradually to incorporate the existing socie- 
ties into a rural bank. Village credit societies will be formed. 

The talugqa unions will become members of the Central 
Banks pertaining to their respective areas, which will finance 
them whenever necessary. The unions will also be affiliated 
to the Central Trading Society for transacting large-scale busi- 
ness and to the Central Co-operative Union for propaganda, 
education, training of staff and supervision. 

The proposed unions will for the present start their work 
by taking up the management of the local units and the pur- 
chase and distribution of food-grains on behalf of the Hydera- 
bad Commercial Corporation. This will give them a good 
start and will enable them to lay a strong foundation for their _ 
future work. 

A District Development Union should be established at each 
district with the taluqdar as the Chairman of its Board and 
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the Assistant Registrar as an ex officio director. All taluga 
unions of the district will be affiliated to it. The District 
Union will be an advisory body only and will not take up any 
business without the permission of the Registrar. It will 
enable the taluqa unions to exchange ideas and benefit from 
each other’s experience. 

The District Unions will be affiliated to the Central Co- 
operative Union, the apex advisory body of the movement. 
It will serve as a clearing-house of information for them and 
will try to disseminate to its members up-to-date information 
about the working and programmes of different kinds of co- 
operative organizations, not only in Hyderabad but in foreign 
countries as well. 

The scheme envisages giving to the villagers their own banks, 
seed and manure stocks, their own depots for agricultural im- 
plements, their own co-operative stores, their own sale societies 
and their own dairies, their own production and marketing 
depots for cottage industries, their own organizations for health, 
cattle and crop insurance and even their own courts of justice 
for petty disputes, and their own volunteers to enforce disci- 
pline with the moral sanction of the entire community. 

The village unit is to be a strong, genuine and live organiz- 
ation based on mutual trust and mutual help and for mutual 
benefit, an organization which will bring the disjointed and 
disorganized components of the village community into one 
‘solid, strong and compact unit of corporate life progressively 
self-contained but linked up with its own central and apex 
organizations to keep it in close contact with the rapidly 
changing economic and social forces. 


SOME ESSENTIAL ADDITIONS TO THE SCHEME 


The scheme of the Registrar of Co-operative Societies, 
Hyderabad, outlined above is an excellent one. It goes a long 
way to correct the one-sidedness of the movement and 
endeavours to make co-operative societies a living force in our 
villages. Our opinion is that in any scheme of village reorga- 
nization, it is essential to provide some organization to cater 
for the unproductive loans, which we will call the consump- 
tion credit requirements of the peasants, 
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PROVISION FOR CONSUMPTION CREDIT REQUIREMENTS 

Inquiries conducted in various parts of India reveal that 
at least three-fourths of the total agricultural debt of the 
country is what is popularly called unproductive credit. These 
loans are taken for marriages, ceremonies, births, sickness, 
funeral and other requirements. It is clear from the nature 
of these requirements that they do not yield any income to 
the borrower. The poverty of the Indian peasant is prover- 
bial. We all know that even in seasons of good harvest he 
can hardly make both ends meet. How then is he going to 
pay a heavy rate of interest on a loan which does not yield 
him any income? 

There are some hasty observers in the country who will at 
once remark that the peasant should not borrow for such 
unproductive purposes. It is easy to make such remarks but 
it is difficult indeed to put them into practice. Many of these 
critics themselves seldom act up to the advice which they 
tender to others. 

The co-operative societies made this mistake and refused 
to recognize the need for such unproductive loans, with the 
result that the peasants had to resort to the moneylender, who 
willingly came forward to cater for these requirements, of 
course at his own price. 

It has been estimated that in many provinces the amount of 
interest which the agriculturist has to pay on his loans (most 
of which are unproductive) is at least twice the amount of 
land revenue, which in itself is considered very heavy for 
many agriculturists to bear. 

Therefore it is quite obvious that if the farmer is really 
to be helped, he must be given loans necessary for his social 
requirements absolutely free of interest. This can easily be 
done by the co-operative credit societies. In our opinion the 
main aim of the co-operative credit societies in India should 
be to provide credit for those requirements for which banks 
do not cater, and which do not yield any income to the farmer 
from which he can repay his loans without serious inconve- 
nience to himself. If interest on these loans has to be paid 
from his very low income, it will still further lower his already 
yery low standard of living. To our mind this should be the 


THE FUTURE OF THE MOVEMENT 141 


function of the co-operative societies, and their most distin- 
guishing feature should be that they should provide such 
loans to the needy farmers, otherwise there is hardly any 
difference between moneylender’s loans and _ co-operative 
societies’ loans. It is only in such interest-free loan societies 
that real co-operation will exist and in which there will be 
effective supervision of the purposes to which loans are put. 

In the present system the borrower has hardly any in- 
centive to respect either the principles of co-operation or the 
wishes of the executive committees, even if the executive 
committees try to enforce these principles on him. He can 
well afford to leave the society and borrow funds from the 
moneylenders. The rate of interest which the co-operative 
societies have been charging in the past has not been substan- 
tially lower than the rates charged by moneylenders to their 
good clients. Therefore, the farmer treats the co-operative 
societies merely as an alternative to a moneylender. He 
goes to one or the other, or sometimes to both according to 
his convenience. 

Now if the loans given by the co-operative societies were free 
of interest, the farmer would at once realize the benefit and 
know that if he does not respect the wishes of his society and 
not live up to its principles, he is likely to meet with a refusal 
from his society, which will entail a considerable loss because 
he will have to pay dearly for a loan from a moneylender. The 
peasant is shrewd enough to realize his real benefit and is not 
likely to disobey the wishes of his society, which will provide 
him with interest-free loans. Therefore, in a society where 
loans were given free of interest, real co-operation would exist 
and its benefit would accrue to the members. 


FEARS REGARDING INCREASE IN INDEBTEDNESS 
é 


It will at once be remarked that if loans are given to the 
peasants free of interest, there will be a tendency for reckless 
borrowing. We quite admit the theoretical force of this argu- 
ment, but those who know Indian peasants will be well aware 
that a high rate of interest seldom acts as a deterrent, and if 
it does not act as a deterrent it is hardly likely to act as a 
stimulus either, The peasant borrows because he has to; his 
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needs are such that they have to be fulfilled at any price. The 
high rate of interest at the time of borrowing does not bother 
him: he is only concerned with the means to get the money 
needed to fulfil an immediate and urgent need, even though 
it leaves a very heavy legacy behind and keeps him in bondage 
all the rest of his life. The integrity and high character of 
the Indian peasant (though we are afraid these have recently 
deteriorated owing to various types of debt redemption laws) 
can be realized from the fact that although there is no legal 
foundation, he still continues to pay the ancestral debt. 

We are absolutely convinced that the free provision of loans, 
instead of increasing the amount of debt, will go a long way 
to decrease it as there will be no burden of accumulated 
interest and it will be comparatively easier to repay the prin- 
cipal. We must not forget that when a society has its own 
funds from which it makes loans to its members, there will 
be strict supervision and even the purposes for which loans 
are taken will have to be approved by the members of the 
society. In this way many unnecessary social ceremonies will 
come to be curtailed by mutual persuasion. 


FUNDS FOR THESE LOANS 

The very pertinent question will be raised at this stage as 
to how the societies are to get funds for providing loans for 
these unproductive purposes. In this connexion, a number 
of important facts have to be borne in mind. 

The heavy burden of debt which at present exists will be 
appreciably reduced in the post-war period by adequate means 
of debt redemption and debt relief. Again, a very substantial 
part of the present debt is bequeathed from father to son. 
Once the liquidation of this debt takes place, the systern of 
ancestral debts running into generations will come to an end. 
Again in post-war plans definite arrangements will have to be 
made for the provision of credit for the productive require- 
ments of farmers at reasonable rates of interest. The co- 
operative societies will not be called upon to provide funds 
for these purposes because short-term loans will be provided 
by the sahukars and the village banks, as recommended in the 
concluding pages of this chapter, and long-term loans will be 
provided by the Land Mortgage Banks, The co-operative 
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‘societies will only be required to provide funds for social 
requirements, free of interest. 

lt has been the aim of the co-operative movement to make 
village societies self-sufficient. We have not been able to 
achieve this end because the well-to-do farmers, owing to the 
unlimited liability of their obligations, have kept out of the 
movement; the result has been that the co-operative movement 
has become practically a mevement of borrowers. In the new 
scheme of things village societies will be formed with limited 
liability and will try to attract funds from people who can 
spare them. Well-to-do people are likely to be more willing 
to join these societies because they will have effective control 
and will be able to see that the funds are properly spent. Such 
societies will do their utmost to encourage the habit of thrift 
among the villagers and should have no difficulty in raising 
the necessary funds. It may once again be mentioned that 
the funds needed by these societies are likely to be much 
smaller than are required at present. These societies will be 
mutual-aid societies in the true sense of the word. 


THE NEED FOR VIGOROUS STATE HELP 


In the summer of 1939, when the writer was working in the 
Economic and Financial Section of the League of Nations, he 
prepared a note on Co-operation for the League?! in which he 
ventured to suggest that, contrary to the common belief, 
experience had convinced him that co-operation was unsuit- 
able for economically backward countries. They were in need 
of vigorous state help. The success of various control 
measures during the war has further convinced him that the 
future of the backward countries does not lie in co-operation 
but in vigorous state action. There is no doubt that co-opera- 
tion is excellent in theory, but it works out rather poorly in 
practice. In the Scandinavian states, co-operation has 
achieved wonderful results, but we must not forget that thesé 
are highly developed countries, and co-operation is indeed a 
sovereign remedy to solve the ills of such well-developed 
countries. In India, co-operation can be successful in the field 


1 Published in the Indian Journal of Economies, Oct. 1939, 
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of marketing of agricultural produce, consumers’ stores, sales 
societies, and such other fields, but as far as credit is con- 
cerned, we need a well-developed system of State Banks which 
can provide credit to the farmer at a reasonably low rate of 
interest. 


CO-OPERATIVE SOCIETIES TO PROVIDE CREDIT FOR UNPRODUCTIVE 
REQUIREMENTS 

We hope we shall not be accused of heresy if we make a 
statement that the function of co-operative credit socie- 
ties in India should be to provide credit for unproductive pur- 
poses. This is an unorthodox and bold statement to make, 
but we are fully convinced of its truth and are prepared to 
defend it. 

Those who live in the ordinary world of human beings and 
know the economic conditions of our masses, the social struc- 
ture of our society, the high death-rate and the high birth- 
rate prevalent not only amongst human beings but also 
amongst cattle, the universal system of marriage and the pre- 
valence of a large number of diseases, know for certain that 
credit is needed by the ryot for various purposes which by 
no strength of the imagination can be called productive. The 
various inquiries held about the causes of indebtedness in this 
country show that three-fourths of the money borrowed by 
cultivators is for productive purposes. We cannot be blind to 
the facts of the situation and cannot dismiss this important 
problem by just saying that farmers should not borrow for 
unproductive purposes. It simply is not possible. It will 
take a large span of years before the social structure changes 
to such a degree that such loans become unnecessary. In the 
meantime, as things are, loans have to be incurred and there 
must be some organization to provide them. The State Banks 
cannot undertake this aspect of business, for they will be 
purely banking institutions and providing credit on business 
lines. At the same time, we cannot deny the need for an 
institution to cater for the unproductive requirements of the 
farmers. In the beginning, in their enthusiasm the co-opera- 
tive societies refused to face the facts, and the result was that 
the bania thrived, because he was ready to cater for these 
fundamental requirements. We believe that these require- 
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ments are very important. The structure of our society is 
such that large expenditure has to be incurred in connexion 
with marriages and other social functions. In the ordinary 
course of things, a farmer should be wise enough to make 
provision long ahead for this purpose, but we know him as he 
is. Someone must, therefore, help him at the time of his need. 

In past days, these functions were performed by the 
baradaris (caste relations). At the time of marriage, it was 
usual to give presents in cash. These presents were regarded 
as a kind of loan and regular accounts were kept. The 
parents of the bride or the bridegroom used to receive con- 
siderable amounts of money from these present-loans, sufficient 
to meet a major part of the marriage expenses. The loans 
were repaid at the time of other marriages and were always 
free of interest. 

It is unfortunate that this very useful custom is fast dis- 
appearing, while no institution has taken its place. We think 
that a co-operative society is the right type of institution to 
take the place of this useful custom. 

Amongst women of the Punjab, there exists a peculiar type 
of thrift society called a Committee. The committee is formed 
of women who subscribe regularly every month, and the total 
collection each month is given to the most needy member. If 
the number of needy members is more than one, then the 
decision is made by lottery. This system has been working 
very well and such loans are free of interest. There are coun- 
terparts of this system practically all over the country. 


SAVINGS AND THE RATE OF INTEREST 

The belief that the rate of interest encourages savings was 
a very wrong notion which has been exploded by Lord Keynes 
in his book, The General Theory of Employment, Interest and 
Money. ; 

In a rich community the opportunities for further invest- 
ments become less attractive unless the rate of interest falls 
at a sufficiently rapid rate. Keynes strongly refutes the Mar- 
shallian doctrine that an increase in the rate of interest 
encourages savings. He remarks that, even if it is the case that 
a rise in the rate of interest would cause the community to 
save more out of a given income, we can be quite sure that a 
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rise in the rate of interest (assuming no favourable change in 
the demand-schedule for investment) will decrease the actual 
aggregate of savings. The same line of argument can even 
tell us by how much a rise in the rate of interest will, other 
things being equal, decrease incomes. For-incomes will have 
to fall (or be redistributed) by just that amount which is 
required, with the existing propensity to consume, to decrease 
savings by the same amount by which the rise in the rate of 
interest will, with the existing marginal efficiency of capital, 
decrease investment. 

The rise in the rate of interest might induce us to save 
more, if our incomes were unchanged. But if the higher rate 
of interest retards investment, our incomes will not, and can- 
not, be unchanged. They must necessarily fall, until the 
declining capacity to save has sufficiently offset the stimulus 
to save given by the higher rate of interest. The more vir- 
tuous we are, the more determinedly thrifty, the more obsti- 
nately orthodox in our national and personal finance, the more 
our incomes will have to fall when interest rises relatively to 
the marginal efficiency of capital. Obstinacy can bring only a 
penalty and no reward. 

This conclusion of Keynes is further considered by another 
prominent economist, Professor Cassel, who in his Nature and 
Necessity of Interest observes that it is not certain that the 
sum saved out of a given income necessarily increases when 
the rate of interest is increased, whereas no one doubts that 
the investment demand schedule falls with a rising rate of 
interest. 

After a long discussion Keynes comes to the conclusion that 
‘the rate of interest is a highly psychological phenomenon’. 
But, soon after, he changes his opinion and remarks that it 
might perhaps be more accurate to say that the rate of interest 
is a highly conventional rather than a highly psychological 
phenomenon, because its actual value is largely governed by 
the prevalent view as to what its value is expected to be. He 
further remarks that ‘any level of interest which is accepted 
with sufficient conviction as likely to be desirable will be 
durable, subject of course, in a changing society, to fluctuations 
for all kinds of reasons round the expected normal’. 
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The greatest service of Islam was that it fundamentally 
changed the psychological outlook on interest and reduced 
the expected normal to zero, and convinced its followers that 
the zero rate was the normal rate. 

Lord Keynes finally admits that a properly run community 
may be able to bring down the rate of interest to zero. 

We have seen above that a modern society can work much 
better without interest, and for the better development of tiie 
world it is essential that the rate of interest be reduced to 
zero. : 

These observations are equally applicable to India. We have 
already quoted at some length the observations of the Bombay 
Committee that the rate of interest does not act as a stimulus 
to save in rural areas. It is also our opinion that the rate of 
interest in rural areas is hardly an encouragement to save and 
if moneys are loaned on interest, they prove a great burden 
for the borrowers, as they impose a serious drain on their 
meagre resources. We suggest, therefore, that all the co-ope- 
rative societies in villages should attract deposits and should 
lend to their needy members for these unproductive purposes 
free of interest. Only in such a society will the well-to-do 
members be able to exercise their influence on the borrowing 
members and be able to control such borrowings effectively. 
This, in our opinion, is real co-operation; otherwise there is 
no difference between moneylenders’ loans and those of the 
co-operative society. 


THE PROVISION OF CREDIT FOR AGRICULTURE 


The problem of agricultural credit will not be solved by the 
co-operative societies and moneylenders cannot be eliminated 
from the present system, though it will be necessary to pro- 
vide facilities to them and introduce improvements in their 
methods of business. 

We have seen in the previous pages that co-operative 
societies have not been able to cater adequately for the credit 
requirements of the farmers. This is not only true for India 
but applies to all other countries of the world as well. Agri- 
culture has peculiar credit needs which we.shall examine in 
the following section and then outline our own scheme of pro- 
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vision of credit to agriculture. Some scheme is necessary 
because, until arrangements are made for adequate credit 
facilities, the co-operative societies in various other fields 
cannot work properly. 


SPECIAL CONDITIONS OF AGRICULTURAL PRODUCTION 

Agriculture requires different kinds of credit from industry. 
The differences must not be exaggerated, for fundamentally 
the problem is the same, though its solution must 
be different. Production can be fairly well controlled in 
industry and planned beforehand; but in agriculture, one whim 
of nature may beat all human ingenuity. A very interesting 
example of this occurred some thirteen years ago in the United 
States. In the last quarter of the year 1933, that country had 
a huge surplus of wheat and other products. In many places, 
it is said, wheat was dumped into the sea. Great efforts were 
made by the U.S. Department of Agriculture to curtail the 
acreage sown. But the drought of 1934 changed the whole 
situation. The United States was actually threatened with a 
shortage of various crops which a few months before were 
glutting the market. 

The time taken for agricultural production is usually longer 
than that required to produce manufactured products. The 
turnover of capital in agriculture is much slower. The mer- 
chant and the trader are repeatedly renewing their circulating 
capital within a year, while the agriculturist hardly gets any 
return in less than a year’s period. The agriculturist, there- 
fore, requires circulating credit for a longer period than the 
industrialist. He requires credit for longer periods than ordi- 
nary moneylending institutions find it convenient to provide. 
There is great reluctance on the part of capital and credit to 
flow from the city to the country. The reasons are not far to 
seek, Merchants and manufacturers carry on their business 
within easy reach of the important lending institutions and 
banks. Such institutions are more familiar with the work 
and the securities provided by merchants and manufacturers 
than with those of the farmers. It must not be understood 
that the farmers’ security (land) is in any way inferior to 
the securities provided for industrial credit. The security 
behind the shares or bonds of any industry are the buildings 
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and equipment and the products of industry. It is a feature 
common to both industry and agriculture that for purposes 
of building and permanent equipment credit is required for a 
comparatively longer period of years. 


CREDIT NEEDS OF AGRICULTURE 


The agriculturist needs both production and mortgage 
credit. Production credit, or what is generally called short- 
term credit and intermediate credit, is required to carry on 
production and to market the crops, while long-term or mort- 
gage credit is required for making permanent improvements 
in land which yield results after a comparatively long period. 

How far our agriculture is lacking in capital and what is 
the magnitude of the problem to face, we shall illustrate from 
conditions in Hyderabad State and then we shall outline a 
scheme for the provision of credit keeping in view the cir- 
cumstances of Hyderabad, though the scheme will be equally 
applicable to other parts of India. 


LACK OF CAPITAL IN HYDERABAD’S AGRICULTURE 


There is a very conspicuous lack of capital in Hyderabad 
for agricultural purposes. There is serious maladjustment 
of the factors of production. If the standard of the Hydera- 
bad agriculturist is to be raised, and it is very desirable that 
it should be raised considerably and immediately, the agri- 
culturist will need much more capital than he has been getting 
so far. 

In order to increase the farmer’s standard of living, there 
are two alternatives open to us: 


1. The size of the farm must be increased. 

2, The present farms must be more intensively exploited. 

The first alternative is hardly possible in an old country such 
as Hyderabad. A slight increase may be possible in some dis- 
tricts and more land may be brought under cultivation by 
irrigation and reclamation and other improvement schemes, 
but, on the whole, the chances of increasing the total area 
under cultivation to any considerable extent are rather 
remote. 
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The other alternative is that the present farms must be 
exploited more intensively. To do that more capital is 
required. It has been found that it is countries which have 
the largest investment per unit of labour, not those which have 
the largest farm units, which have the highest standard of 
living. This experience is corroborated by the farm statistics 
which show that the largest profits are earned by farmers with 
the largest capital equipment in relation to labour and not by 
the large farm unit as such. If this is so, the provision of 
credit to farmers at reasonable rates of interest (provided the 
credit is well used) will go a long way towards solving that 
most important problem, the low standard of living prevalent 
amongst our cultivators. 

Hyderabad is predominantly an agricultural state, and if 
the standard of living in this state is to be increased, the 
major part of our efforts have to be devoted to agriculture. 
Various schemes of rural reconstruction in the past have failed 
miserably because the planners of such schemes had no idea 
of the extent of capital that was inevitable if any worthwhile 
results were to be achieved. The mere opening of ventilators, 
using quinine and mosquito-nets, saving a little cow-dung and 
building a short stretch of rural road, is no remedy for the 
chronic ills from which Hyderabad agriculture is suffering. 

It has now been found out that in order to get a certain 
income, it is necessary to invest at least twice the amount of 
capital. 

NATIONAL INCOME 

If for simplicity we take the present population of Hydera- 
bad State at 1:701 crores and the per capita income at Rs. 60 
we get a total national income of about Rs. 105 crores per 
annum. 

Now let us see what will be the magnitude of the capital 
required to double our national income,.say in the course of 
ten years. Figures are available for about ten countries show- 
ing that the ratio between national capital and real income is 
2-7, but the ratio varies from industry to industry and accord- 
ing to the capital invested. In industries where the capital 


1The actual population according to the census of 1941 was 1,61,94,313, 
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investment is not likely to be too high, we can assume the 
ratio of national capital to real income as 2. On this assump- 
tion we find that in order to double our income we require 
something like Rs. 210 crores for the whole period of ten years 
or Rs. 21 crores per year. 

This shows why the previous schemes of rural reconstruc- 
tion have failed so miserably. 


ADJUSTMENT OF OTHER FACTORS OF PRODUCTION 


It must be emphasized here that although more credit is 
very desirable, and essential, for the Hyderabad farmer, no 
amount of credit will alone remedy the chronic ills from which 
Hyderabad agriculture has been suffering. Credit or capital 
is only one of the factors needed for productive efficiency, 
and no single factor will achieve successful results if there 
is a lack of other factors. Even if every farmer in Hyderabad 
can get all the credit he wants at a reasonable price, he cannot 
make the agricultural industry pay if he has little control 
over, or cannot adjust himself to, the other factors that govern 
his life. The Agricultural Tribunal in England in 1924 wrote: 


Credit alone cannot convert an unprofitable industry into a 
profitable one. Credit may enable an individual to make a 
certain operation pay which might not otherwise be under- 
taken at all and the price which the producer has to pay may. 
just turn the scale towards profit or loss in his own case. 
Viewed in this way, credit may be an important factor in the 
cost of production in individual cases, but it is mainly in other 
directions that a solution must be sought of the difficult pro- 
blem of how agriculture generally can be made to pay. 


The weakest link in the organization of Hyderabad agricul- 
ture is the farmer himself, and his management of his lands. 
While scientific management has considerably reduced the cost 
of production in industry, poor if not bad management is one 
of the chief factors in the high cost of farm production. 


BETTER FARM MANAGEMENT 


Professor Warren writes in his book Farm Management : 
More farmers fail because of poor farm management than 
because of poor production. This is to be expected, since the 
principles of crop growth are much the same as they always 
were while the proper organization of the farms changes with 
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every new invention. Many more farmers fail because the 
size of the farm or the kind of farming does not keep men, 
horses and machinery properly employed, than fail because 
of poor crops. 


These remarks apply more pertinently to Hyderabad than 
to any other country. Here we tind a large majority of the 
farming classes absolutely illiterate. They keep no accounts. 
Hundreds of small-holders keep cattle which they cannot 
freely employ in their work. Their methods of marketing are 
most primitive. Love of litigation is a much cherished hobby 
and owing to laws of inheritance and various other factors 
land is hopelessly subdivided and fragmented. Unless all 
these factors are remedied credit alone will not cure the 
patient. 


Properly administered credit will exercise a very stimulat- 
ing effect on Indian agriculture and every possible help should 
be given to this industry. 


THE AGENCIES THAT PROVIDE CREDIT TO THE FARMER 


The important question now arises as to how the State can 
best help the farmer in this respect. In order to answer this 
question we shall examine the work of the agencies which are 
at present providing credit to the agriculturist. The two most 
‘important agencies are the village moneylenfers and the co- 
operative societies. 

The village moneylender is the most important agency which 
provides credit to the farmer. Indeed in every large tract 
of the country it is probably the only agency. The money- 
lender from time immemorial has played a great part in the 
rural economy of this country and has been the main financier 
of our agriculture, although since the beginning of this cen- 
tury some other agencies have comb into the field. The money- 
lender has come in for a good deal of criticism during the 
present century and unfortunately most of this criticism is 
valid. His credit supports the farmer as the rope supports 
the hariged. He has helped the farmer, but the price that the 
farmer has to pay for his help has been altogether out of pro- 
portion to the help rendered. His rates of interest, even 
considering the high risks that are involved in his business, 
are far too high. Even the most prosperous industry 
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in the world can hardly afford to pay them. The result 
of his financing has been that although he has helped 
the farmers in times of difficulties, he has exploited them 
excessively. We find that while the agriculturist has been 
suffering, the moneylender has been thriving. Sir Malcolm 
Darling, who has made a thorough study of agriculture 
in the Punjab, in his classic book The Punjab Peasant in Pros- 
perity and Debt observes that the largest number of income- 
tax payers in the Punjab belong to the moneylending class 
and in practically almost all the villages the best house is that 
of the mcneylender. 

In order to provide the farmer with credit at reasonable rates 
of interest and to save the peasants from the clutches of money- 
lenders the co-operative movement in British India was started 
by Lord Curzon in 1904. This movement began with very 
high hopes and very lofty ideals. The forty years working of 
this movement shows very poor results. It provides only 
six per cent of the credit needs of the farmer. On an average 
there are only 32 societies for one lakh inhabitants, and only 
11-3 persons out of every 1,000 are members of primary credit 
societies, and the working capital per head is only Rs. 1-12-0. 
This shows the inability of the co-operative credit movement 
to cater for the credit needs of our agriculturists and compels 
us to think of some effective alternative agency. 

REORGANIZATION OF RURAL CREDIT 

In spite of vigorous propaganda and active help given by 
the state, the co-operative movement has failed to provide 
adequate credit to the farmers. It provides a very insignifi- 
cant part of the total credit requirements of our farmers. As 
already remarked, we believe that provision of credit is the 
least suitable field for co-operation, although co-operation is 
eminently suited for various other fields such as marketing, 
consumers’ stores, etc. Therefore, in the field of credit, we 
have to explore other alternatives. 

The alternative is the controlled moneylender. We all know 
his defects and weaknesses, but in view of the fact that no 
suitable alternative is available, we have to reform this agency 
and make the best use of it. 

The moneylender is the hereditary professional financier 

20. 
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who has been doing this business from time immemorial. He 
knows his job thoroughly. His expenses of management are 
very small. He knows his clients fairly well and can accom- 
modate them effectively and immediately. He knows the 
credit-worthiness of almost every farmer in his area and the 
character of his clients ; therefore he is well equipped to deal 
with them. He knows when his debtors are unable to pay 
their loans due to no fault of their own, and he can realize 
best when to give extension of time in genuine cases. All 
these points are to his credit. His defects are too well-known 
to be reiterated here. Efforts have been made in almost all 
provinces to check these abuses by various enactments. To 
our mind, one drawback of these enactments has been that 
although they have rightly penalized the dishonest money- 
lender, they have made no provision for the recovery of loans 
for the honest moneylender. This is not just. If dishonest 
- moneylenders are to be penalized, honest moneylenders must 
be properly rewarded. 

In British India, in order to develop the bill market and to 
provide facilities of credit to the agriculturists, it has been felt 
that the indigenous banker must be linked up with the Reserve 
Bank. The Reserve Bank has made several efforts to achieve 
this end but has failed because it has imposed several restric- 
tions on the business of moneylenders but has failed to pro- 
vide them with adequate facilities to get themselves linked up. 


A SCHEME FOR THE PROVISION OF SHORT-TERM CREDIT FOR 
HYDERABAD STATE 

We, believe in thoroughly penalizing the dishonest money- 
lenders, but at the same time we believe that the honest money- 
lenders have not been fairly treated and have not been given 
proper facilities for the recovery of their loans. We suggest 
that the services of such honest moneylenders be utilized for 
the provision of credit to the farmers, their activities being 
properly controlled. With this end in view, the following 
scheme is suggested for the provision of short-term credit to 
the farmers of Hyderabad; its principles are equally applica- 
ble to other parts of India. 

1. As a trial, two districts should be selected—one in Telin- 
gana and one in Marathwada. We might perhaps select Nizama- 
bad District in the Telingana and Nanded in Marathwada. 
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2. The duration of this scheme should be 5 years. 

3. We should select a unit of ten villages and set up a 
short-term credit organization for these ten villages. 

4. This organization (to be called Sahukar Banks) should 
have the monopoly of loan business in the unit except the pro- 
vision of long-term mortgage loans and interest-free loans, to 
be provided by land mortgage banks and co-operative societies 
respectively. This is essential to control the farmer’s borrow- 
ing and to keep his debts within his repaying capacity. We 
should assume that he will be able to get adequate credit for 
his legitimate needs, but at the same time he will be prevented 
from over-borrowing from too many agencies without the one 
knowing the loans of the others. This end can be achieved if 
the farmer borrows from one agency only. The long-term 
loans should be provided by State Land Mortgage Banks, on 
amortization basis, and will be outside the purview of the 
Sahukar Banks, though they should be used as an agency by 
the State Land Mortgage Banks. 

5. No other agency should be allowed to lend money in this 
area except the co-operative societies, which will advance 
limited sums of money, free of interest, for the social require- 
ments of the people. Of course there should be no statutory 
prohibition on the lending of money if private individuals 
wish to make loans at their own risk or to provide funds for 
their friends and relatives on their own responsibility. The 
statutory prohibition should only be to the effect that monies 
privately lent in this area should not be recoverable in a Court 
of Law. This would stop professional moneyJenders while not 
interfering with loans from friends and relatives. 

6. The credit limit of each borrower in this area should be 
properly appraised and fixed by a local board and the farmer 
should possess a right to demand loans (which should be set up 
by the Government and should consist of leading farmers and 
local officials) to the extent of his limit, and it should be the 
duty of the Sahukar Bank to accommodate him to this extent. 

7. The loans should not be given for a period of more than 
one year, or at the most 18 months, and should be regularly 
repaid at each harvest. The Sahukar Banks must be assured 
by the Government that there would be no difficulty in 
collecting its debts, 
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8, A special simple Act should be passed by the Govern- 
ment authorizing the establishment of Sahukar Banks in the 
rural areas. This should be the new agency to provide credit. 
The paid-up capital of each bank should be Rs. 1 lakh. The 
moneylenders of the area should have prior rights to subscribe 
the shares of such banks. The Managing Agency of such 
banks should be given to the local sahukars and they should 
be allowed to run these banks. It should be necessary for the 
Managing Agents to subscribe 25 per cent of the shares them- 
selves and another 25 per cent should be sold by them. The 
Government in each bank should purchase the remaining 50 
per cent of the shares if they find that these shares do not find 
a market in the unit area. These banks should be allowed to 
accept deposits and be allowed to do marketing business which 
the moneylenders are doing at present. It is no use to insist 
that the indigenous banker should confine himself to banking 
business proper, as is demanded by the Reserve Bank, because 
that is not practicable and it explains why there has been no 
response to the schemes of the Reserve Bank, for banking 
principles cannot be easily applied to these Sahukar Banks, 
They must remain as glorified moneylenders, doing all that 
the moneylender was doing, with the difference that while the 
moneylender’s business was entirely uncontrolled, the busi- 
ness of the new banks will be properly controlled. The borrow- 
ing and lending rates should be fixed by the Government. 

If the scheme is to work satisfactorily, it is essential that the 
past debts of the farmers in the selected districts should be 
properly scaled down and repaid so that the farmer starts 
with a clean slate. 

In Hyderabad, the indebtedness of the land-holders has been 
estimated to be somewhere in the neighbourhood of Rs. 65 
crores. If these debts are scaled down to say Rs. 40 crores, 
then for each district the amount to be repaid is not likely to 
exceed Rs. 2% crores.1 This amount will have to be found, 
and the present is the most opportune time to raise funds as 
the money market is easy and the rates of interest are low. 

In the two districts that we select for this scheme, branches 
of the State Bank should also be opened, and these Sahukar 


1 There are sixteen Districts in the State, 
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Banks should act as feeders for the State Bank. The Sahukar 
Banks should be encouraged to build proper warehouses in 
their areas. If necessary, the Government, as a part of their 
reconstruction programme, should subsidize the building of 
such warehouses, as this will encourage orderly marketing 
and the provision of safe’ credit. 

The State Bank should be prepared to discount the bills of 
the Sahukar Banks up to five times their paid-up capital. 
These bills should be issued on the security of commodities 
deposited in the godowns of the Sahukar Banks. This will 
be a safe and useful extension of short-term credit and will 
lead to the healthy growth of the bill market. 


COST OF THE SCHEME 

At present the Government can borrow at 2% per cent! 
while the interest allowed under the Money Lending Act on 
unsecured loans is 9 per cent. If the debts of the farmers in 
the two selected districts are eonciliated and reduced, and 
the legal rate of 9 per cent which the moneylender is entitled 
to charge is paid on the outstanding balances, the burden is 
likely to be very high. On the other hand, if the Government 
at this time, when very few of the post-war construction 
schemes can be started, raises its funds now (when the money 
market is easy) for the repayment of all debts, then the burden 
of the farmers’ debts will be very considerably eased as the 
Government can afford to charge them 3 per cent interest. 
If this-suggestion is accepted, funds to the extent of Rs. 5 
crores will have to be raised to repay the entire debts of these 
two districts. 

If the Government accepts the suggestions of subscribing 
half the share capital of the Sahukar Banks, they will have to 
subscribe Rs. 1,13,00,000 because there are 857 villages in the 
Nizamabad District and it will be necessary to open 86 banking 
units in this district. In the Nanded District there are 1934 
villages and it will be necessary to open 190 banking units. 
Thus it will be necessary to open altogether 276 units. ( 

) 
1The borrowing rate of the Hyderabad Government is lower than 


the borrowing rate of the Government of India. This shows the 
excellent financial condition of the State. 
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BUILDING OF WAREHOUSES 

The marketing conditions in the rural areas are very 
primitive. There are no storage facilities and the Government 
are realizing this now, as they are finding great difficulty in 
storing the food-grains collected by them. It has been esti- 
mated that the losses due to lack of proper storage facilities 
are in the neighbourhood of 10 per cent. Therefore, it is 
essential that in the headquarters of each unit there 
should be a properly built godown. We estimate the cost of 
such a godown at Rs. 10,000, and suggest that half the amount 
should be provided by the Sahukar Bank and the remaining 
Rs. 5,000 should be given by the Government as a free subsidy. 
The total cost would amount to Rs. 11,30,000, and this amount 
should be met from the Post-War Reconstruction Funds. 
Thus the total cost of this scheme is only Rs. 11,30,000 while 
the remaining expenditure is only on loan amount and will 
be easily recovered by the Government. At this small cost the 
Government will help in creating an effective short-term credit 
organization. 
THE RELATION BETWEEN MORTGAGE BANKS AND SAHUKAR BANKS 

One of the fundamental difficulties of mortgage banking 
is that it does not pay to open branches. But at the same 
time it is difficult to manage the business effectively from one 
centre without any intermediary agency. The principal 
intermediary agencies of the Mortgage Bank will be the 
branches of the State Bank. But these will not be enough. 
Therefore, we suggest that the Sahukar Banks should act as 
agents of the Mortgage Bank where there is no branch of the 
State Bank and should be paid suitable remuneration (which 
should be settled by mutual agreement) for the services to 
be rendered by them. It should be the duty of the Sahukar 
Banks to make preliminary investigations regarding the credit- 
worthiness of the borrowers in their areas. All applications 
for long-term credit to the Mortgage Banks should be 
sent through the local Sahukar Bank, which should for- 
ward them to the Mortgage Bank with its report regarding the 
credit-worthiness of the borrower, his short-term loans and 
such other remarks as are likely to help the Mortgage Bank 
in considering the applications. It should also be made the 
duty of the Sahukar Banks to collect the annual instalments 
on the loans and remit them to the Mortgage Bank, 


HE FUTURE OF THE MOVEMENT 159 


This completes our scheme for the provision of adequate 
credit facilities to the farmer. In our scheme we have co- 
ordinated the work of all important agencies providing credit 
today but have clearly demarcated their functions with the 
result that there will be one agency in each field. But the 
work will be done mainly by Sahukar Banks who will have 
full knowledge of the activities of other agencies as their work 
will be mainly performed through the Sahukar Banks. 

To sum up, in the first instance the Government will have 
to step in and relieve the farmer from the present burden of 
debt and allow him to start with a clean slate. The Sahukar 
Bank would then be able to deal with solvent farmers and 
to provide them with credit at a rate of interest to be fixed by 
the Government, for all their productive requirements. Once 
the competition in providing credit is gone, we envisage the 
sahukars in rural areas as important members of the co- 
operative societies. These co-operative credit societies will be 
autonomous units working more or less in the same manner 
as the old baradaris. They will provide loans to their mem- 
bers from their own funds and savings. It should be the duty 
of such co-operative societies to inform the Sahukar Bank 
about the loans of their members. We suggest that when the 
borrowing capacity of each member in the areas of the working 
of the Sahukar Banks is fixed, there should be clear division 
between productive and non-productive borrowing capacity. 
The business of providing productive loans should be under- 
taken by the Sahukar Banks and the unproductive loans by 
the co-operative societies. 

The duty of providing long-term loans should be entrusted 
to the Land Mortgage Banks, through the agency of the 
Sahukar Banks. All other ordinary banking facilities should 
be provided by the branches of the State Bank. Thus we 
should have a well-organized system of agricultural credit 
catering for all the requirements of our farmers at reasonable 
rates of interest. 


SOME CONCLUDING OBSERVATIONS 
If the co-operative movement is really to progress in this 
country, it must be reorganized on sound lines. In the 
chapter on the Theory and Practice of Co-operation we 
remarked that, next to God Almighty, if any person has more 
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functions to perform, to supervise, and to advise about it is 
the Registrar of Co-operative Societies. The result is that 
very few functions are performed adequately. We fail to 
understand how one person can be so expert in every form 
of human activity as to undertake effective supervision. We 
envisage a very different type of organization for the co- 
operative movement than what exists at present. For instance, 
if co-operative credit societies and land mortgage banks were 
to continue as they are working at present, we should regard 
them as banking concerns and attach them to the Agricultural 
Credit Section of the Reserve Bank of India; and the authority 
to advise them should be the Reserve Bank and not the 
Registrar of Co-operative Societies. Again, if co-operative 
societies are to be started for marketing and sale purposes, 
the proper department to which these should be attached is 
the Marketing Department. Similarly co-operative societies 
undertaking industrial enterprises should be attached to the 
Industries Department ; co-operative education societies to the 
Education Department, and health societies to the Medical and 
Public Health Department. In our opinion, the functions of 
the Registrar of Co-operative Societies should be the same 
as are at present entrusted to the Registrar of Joint-Stock Com- 
panies, We envisage a central society for each type of enter- 
prise. These central societies should exercise more or less the 
same control and perform the same functions for societies 
affiliated to them as are performed by the Registrar of Co- 
operative Societies now. In the banking field, the provincial 
co-operative banks should do the actual supervision and, in 
turn, they should be supervised by the Reserve Bank. 

The co-operative movement, if it is to work successfully in 
this country, should be shorn of a good deal of its philosophie 
and romantic aspects and be treated as a business organiza- 
tion formed to cater for the requirements of consumers and 
producers of small and moderate means. If this is done, as it 
has been in Sweden and other places, we are convinced that co- 
operation will achieve really good results in this countf¥ also. 
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